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ORIGINAL PREFACE (REVISED) 

The frequent meetings of the International Congress 
of Co-cpei’atioi\ in recent j’ears may be taken as an evid- 
ence of the inicreftt that the world is showing in co- 
operation, but while economic writers have devoted their 
attention mainly to distributive and productive co-opera- 
tion, hardly any literature seems to exist on the subject of 
co-operative credit. As it appears that this form of credit 
has sliovvii very beneficial results during the last sixty 
years of its existence, an attempt has been made here 
to examine the principal mets connected with it, and 
to ascertain its nature, methods and principles. In the 
first presentation of a subject to the student, for whom 
this treatise is written, it was not desirable to oppress his 
luiud with a mass of unimiDortaut facts in which the main 
issues are likely to be obscured, and so, such facts have 
been omitted, but an Appendix is added from which the 
authenticity of facts used herein will be judged. It is 
obvioirs that, unless a theory is constructed by a correct 
process of reasoning and is a truthful expression of exist- 
ing conditions, it can serve no useful purpose; and so, an 
attempt has been made here to reason by the inductive 
process whenever possible, that is, when facts w'ere avail- 
able. I am, however, conscious of the "weakness of my 
attempt at points in which the deductive method had to 
be used owdng to the absence of particular data, because 
this reasoning has proved by experience to be hypothetical 
to some extent — a fact which is well known. Of course, 
no theory based merely on induction can apply to condi- 
tions that chang’G with time. 
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In connection with co-openiiive credit in Indin, I 
found it necessary to touch upon the ‘famine problem.’ 
In the analysis of this problem (in pp. 101-103), I have 
adopted an order of examination which shop.ld tend to 
exclude hypothesis from the basis of induction, as this* 
element is too often apt to intrude on ground where only 
facts can be admitted. This order is not unknown and 
seems to be very helpful in the investigation of complex 
economic conditions. In the study of Indian economic 
problems, it is hardly necessary to say that an attempt 
should first be made to arrive at inferences by the induc- 
tive process, and then the deductive conclusions drawn 
from Western economic conditions applied. In fi\ct, we 
cannot place so much reliance upon the deductive method 
as there seems a tendency to do at present in India, 
There would be no little danger in showing such a prefer- 
ence with regard to an applied science. In this connec- 
tion, I cannot help quoting Dr. J. N. Keynes who very 
justly remarks that “Mill, Cainics and Bageliot, however, 
all insist that the appeal to observation and experience 
must come in before the hypothetical laws of the science 
can be applied to the interpwotation and explanation of 
concrete industrial facts.” ^ 

1 have to acknowledge my indebtedness to the books 
and reports mentioned in the Bibliography from which 
I have derived almost all rny facts and figures regardirig 
co-operative credit. My attempt has been to ascertain 
the principles rather than to describe the methods of this 
credit, and so it is more a theoretical than a practical 

^ Vide Keynes’ “Scope and Method of Political ^Economy/’ p. 17. 
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treatise on the subject. From the latter point of view, 
no better treatment of this credit can perhaps be expected 
than Mr. H. W. Wolff’s oxlmirable • book on ^‘People’s 
Banks.” I trust that the statistics given in the Appendix 
will serve to verify some of the conclusions drawn herein. 
While co-operative credit is being utilised in almost every 
civilised country, a statement just issued by the Govern- 
ment of India shows that its extent in this country al- 
ready bears comparison with its extent in Germany, the 
coiiiitry which leads the world with regard to this credit. 
I have to thank the Registrars of Co-operative Societies 
in India who have furnished me with valuable facts — 
particularly Mr. J. M. Mitra, M.A., the Registrar in the 
Bengal Presidency, for his kindness in allowing me to use 
his excellent library of reports and official publications 
on this credit in various countries and for his generous 
support of this book. 


Calcutta, 

1 6th F>‘h r iia ry 1 91//. . 


IdlE AUTHOR, 



PREFACE TO THE SECOND EDITION 


The need of a treatise on the theory of co-operative 
credit was evidently feit by readers of economics, as the 
first edition of this book, which was a smaller troatmout 
of the subject, was accorded a ready reception mostly 
by college professors and students. To their generous 
support is due the issue of a second edition. In this 
edition the iinprovemeiiLS consist mainly of an attempt 
to show the position of this credit in relation to the 
Larger credit system, and for this purpose it was found 
necessary to include a brief sketch of this system. No 
apology is needed for a further investigation on this sub- 
ject which is adinibbcd to be an important development 
of modern economic life. Since credit has come to circu- 
late almost the entire wealth of civilised coiiiitries, it has 
been realised that economic progress cannot take place 
without the growth of the credit system ; and, it is need- 
less to add that in countries in which wealth is insuffi- 
cient, credit is the only process by which capital can be 
organized. 

The present treatise is meant to stimulate further 
inquiry on the subject of co-operative credit which has 
been described as the manufactory of credit from its rcu.v 
materials, for reasoiis explained in pp. 180 - 192 ; but this 
little work does not by any means presume to have ex- 
hausted its study. On the contrary, it occurs to me at the 
close of my inquiry that the first chapter on 'the evolu- 
tion of co-operation ’ might have been nPore explanatory. 
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Of course, there is eveiy desire on iny parfc= to reined}^ 
this Paul otlier shortcomings or errors that maybe brought 
to my attention. I have to acknowledge my indebted- 
ness to tlie Rev. Mr. E. D. Lucas, ala, of r.ric Economic 
Faculty of the Piirijab University, for .some valuable 
snggestirms on the treatment of this subject and his kind 
interest in my work. 


Calcutta, 
15fh Jnh/ UOIo. 


THE AX‘:tHOR. 
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CHAPTER I 

THE EYGLUTIOIir OF CO-OPEEATIOH 

By a little reflection upon certain facts connec- 
ted with the habits of men and animals, it appears 
that co-operation or the working together of indivi-J 
duals enters into the lives of many of them as a| 
natural economic process. In the animal kingdom, we! 
cannot ftiil to observe co-operation manifested as an 
instinct by various species in their conduct and 
preservation of life. This instinct is generally dis- 
played by them in the fulfilment of a purpose that is 
of an economic nature. It is displayed either in 
their building of habitations, in their storage of 
food, in their search after victims or in their 
defence against enemies. Naturalists have also ob- 
served some notions of property inherent in almost 
all animals, for their habitation Avhether a den, a 
hollow or a nest will seldom be invaded by a 
stranger, and, if this is done, the owner will not 
abandon it easily. Among- gregarious animals, the 
pasture on which® a herd feeds will generally not 
be encroached upon by others. If the notions of 
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the right of property imply a greater inteHigeiice 
than the notions of co-operation/ can it be doubted 
that the lesser one is found among certain species? 
“ There exist various groups of super-organic 
phenomena,” observes Herbert Spencer, “ of which, 
certain minor ones may be briefly noticed here by 
way of.illuBtratioin .‘Of such the most funiliar, and 
in some respects the most instructive, are furnished 
by the social insects.” Referring to bees, Avasps 
and ants^ he remarks that -'"the processes carried 
on by these show us co-operation with, in some cases, 
considerable division of labour. ^ ^ * Some degree 
of co-operation is sho-wn for oflfensive purposes by 
animals that hunt in packs and for defensive pur- 
poses by animals that are hunted. * ^ ^ Certain 
gregarious mammals, ho^vever, as the beavers cany 
social co-operation to a considerable extent. ^ ^ * 
Finally, among sundry of the primates, gregarious- 
ness is joined with some subordination, some com- 
bination, some display of the social sentiments. 
There is obedience to leaders, there is union of 
efforts, there are sentinels and signals, there is some 
idea of property, there is some exchange of services, 
there is adoption of orphans, and anxiety prompts 
the community at large to make efforts on behalf of 
endangered members.”^ 

In the human race, certain forms of co-opera- 
tion are discernable from the earliest times and 
among the most uncivilised people* From the sim- 

“ Vide Spencer’s “ Pi’iiioiples of Soeioloar,” ISTt), Vol. I, 
pp.4-8. , 
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plest operations performed by individuals workms; Co-opera- 
, , , , ^ . ^1051 among 

together, such as the cutting of a tree, the lifting men found 

of a weight or the digging of a trench, to the more their^\^ono- 
complex ones in which these individuals divide their ethTcal 

labours to accomplish the same end, such as the systems, 
construction of an abode, the cultivation of afield or 
the weaving of a garment, co-operation has been 
resorted to as one of the best known economic 
methods.^ This method is believed to have been 
simple in the primitive stages of industry and to 
have developed into its more complex forms with 
the development of the division of labour in the 
mediaeval stages of industrial evolution. Nor is co- 
operation discernable only in the economic domain. 

In the continuance of individual life and security 
as well as of associated sentiments, so essential to 
the preservation of society, certain forms of co- 
operation appear in social, ethical, jux'istic and reli- 
gious systems. In these spheres, co-operation 
begins with the union of the sexes and continues 
in the various forces which maintain the organisms 
of society. There is scarcely any department of 
sociology in which organisation and united eifort are 
not manifest. In this manner w^e find that among 
animals and men co-operation plays no inconsider- . 
able part in their various conditions of life. Profes- 
sor Charles Gide, speaking of association, observes 
that '' it is probably the most general of all the laws 

^ The differentiation of sex is probably the first indication by 
nature of the * diviaaon uf labour’ on which ail social efforts 
depend. 
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that govern the universe, since it is manifested not 
only in the relations among men living in society, 
but also in those that govern the planets of the solar 
system, those that unite the molecules of inorganic 
matter and the cells of organisms as well as those 
that rule human thought.”^ It appears now' that co- 
operation is but a developed form of association, and 
it is quite possible that in this form it also operates 
as a law under certain conditions. At least one 
circumstance seems remarkable. We observe that 
when the preservation of a number of living units 
' becomes impossible btj individual effort, ilieg generally 
' tend to co-operate. The condition observed herein, 
'not being sufficiently verified, could not with 
certainty be stated as a law, but among men this 
appears to be a fundamental principle upon Avhich 
is based their economic relations in society ; and, if 
we were to disregard this principle, it would be 
obviously impossible for us to explain how from 
millions of individual cind dissimilar methods a 
single, ultimate end, namely, that of social preserva- 
tion, is attained. 

Although economics is to be studied principally 
as a social science, in the competitive age w'e have 
not had the opportunities of investigating into 
many of the economic methods w^hich are capable 
of being worked by the co-operation of men. 
Moreover, the ‘struggle for existence' has weighed 
so heavily on our minds that there has been, perhaps, 

^ Vide Gidti'-y ‘‘ Priiicipk-s of Polilittil Economy, “ 1912, 
p, 156. 
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too groat a desir«3 to study the individualistic prin- 
ciples of this scicnccd ‘*It is also true, as Ger- 
man writers have well urged,” observes Dr. Alfred 
Ililarshall, '' that economics has a great and an increa- 
sing concern in motives connected with the collec- 
tive ownership of property and the collective pursuit 
of important aims.”" If w-e investigate into the 
conditions which have arisen by the inclusion of co- 
operation in economic methods^ we shall find that 
there has been no little economy of individual 
struggle, while the efficiency attained has been con- 
siderable. When we enquire further into the effects 
of corporate action in the larger methods of society, . 
we come to the important inference that jf/m cor- j 
for ate efficiency of an organism is always greater 
than the aggregate efficiency of all its ■unit's icorhing * 
iiidicid} tally. Sociologists have come to this con- j 
elusion ill recent years after a study of social organ- 
isation. This appears then to be another important 
principle in sociology to which is mainly due the 
fact that the more organised ta’pe of society usually 
survives in the sti'uggle for existence with weaker 
types. The main process in social evolution may be 
roughly explained in the following manner. When 
everybody seeks his personal interest, the interests 


‘Darwin formulated this theory upon a wcli-knowii economic; 
clcjcti’ine. “In the next chapter,’' lie declares, “the Struggle 
for Existoice among ail urganio beings throiigliout the world, 
Avhich inevitably follows from the high geometrical ratio cji; their 
increase, will be treated of. This is the doctrine of IMaUlius 
applied to the animal and vegetable kingdoms.” Vide Darwin's 
“ Origin of Species, ”^^1003, p. i). 

- Vide Marshall’s “ Principles of Ecoiiomics,” 1010, p. 2o. 
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which are common have %he grecded vitrditij, 

those less vonihion l:avo less dtality, and so oii.^ The 
result of such a process must, therefore, be to con- 
tinually eliminate individual interests and to sub- 
stitute in their place collective principles. Yet few 
can gauge the nature of these principles without 
the study of collective endeavour. In fact, it 
may be said that the failure of men in the business 
world to attain a particular purpose after strenuous 
efforts is often due to their failing to ascertain the 
common purpose. Of course, nobody knows and 
nobody can direct the largest purpose in social evol- 
ution.^ But this does not prevent us from studying 
the multitude of smaller collective purposes and 
principles. In economic evolution, there is reason 
to think that what we now understand as co-opera- 
tive production, co-operative distribution and co- 
operative credit consist merely of the crude and 
early stages of phenomena connected with the 
collective piunciples of economic life. 

We have already observed that in the econo- 
mic world sinvple co-operation^ that is, the working 
together of individuals in which all go through the 


^ Self-preservation, the first natural law in the organic world, 
causes self-interest to become the greatest impulse of economic 
nature. Henee self-interest may be taken as the beginning of 
social evolution. 

- Dr. Benjamin Kidd draws a eoiiclusion which most of us 
must arrive at in the study of social evolution. He says that 
“ it is not the human mind which is consciously constructing the 
social XJrocess in evolution, it is the social x^rucess which is con- 
structing the human mind in evolution.’'’ ^limd Kidd’s ‘SSociai 
Evolution” and “ Two Principal Laws of Sociology.” 
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same process^ has existed from the earliest times. 
We must not fail to observe other forms of co-opera- 
tion often found in the clan, the tribe, and the village 
community. It is true that the origin of most of 
these associations, whether economic, social or poli- 
tical, is still Avrapped in mystery ; but tliat the 
motives Avhich continued many of them were es- 
sentially economic can scarcely be doubted. Then, 
Avith the development of the division of labour, 
that is, the system of labour in Avhich each indivi- 
dual goes through a different process but helps to 
produce the same good, in the mediaeval stages of 
industry, comj)ound co-operation appeared.^ Econo- 
mic Avriters have explained to us how this division, 
rendered possible by co-operation, has increased the 
productivity of labour. Yet this system in the 
processes of industry Avas only one form in which 
co-operation Avas visible during this period. The 
fundamental idea contained in this S5'stem, namely, 
the corporate action of individuals, spread from its 
use in the processes of industry to its use in the 
conduct and developtnent of each profession. As- 

^ This forn) of co-operation is {Icsignated ])y some economic 
writers as complp-x co- operation and by others as compkx dlri-Hou 
of lahou.r. In view of the various forms of modern co-operation, 
which are really complex, t his form is here descril ied as compound 
co-operation, and, it is after all 3iothing more than the complex 
division of labour. We must, however, add that the concepts 
of co-operation and of tiie division of labour are so closely 
related that the one may be called a function of the other. 
The reason is that eveiy form of co-optmtion implies a woi'kivu 
together and this is impossible unless the V)orh has divisions or 
fractions, Similarij^ every labour that is divided must lead 
to a complete purpose which lias to be known as co-operation. 
If any labour is ii’dependent or has no cotinection with any 
other labour, obviously it cannot be called divided labour. But 
it is doubtful if any such independent labour really exists. 


Compound 
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sociafcions for mutual help and protection among 
members of the same trade or industry, known as 
guilds, were also formed in the middle ages. Down 
to this period, economic conditions appear to ha\'o 
been such that a very extensive system of co-opera- 
tion was scarcely needed. But this need arose in tlie 
19th century during the industrial revolution as will 
presently appear. Thus, we find that until the IStli 
century approximately, the progress of co-operation 
was evolutionary, its stages being slow and gradua.] 
from the simple to the complex conduct of labour. 

The period of industrial revolution which com- 
menced in Europe about the end of the IStli 
century opened up a new sphere for the develop- 
ment of co-operation. This sphere was created 
in a strange manner, inasmuch as it was the 
outcome of a conflict directly opposed to the 
principles of combination. With the invention 
of machinery, the use of steam, and the improve- 
ment of means for transport and communication, 
the working classes were to a large extent ousted 
from their accustomed spheres of work.”* Scientific 
power then entered into competition with manual 
labour. The conflict raged chiefly between capi- 
talists who were able to adopt the improvements 
of science and tlu‘ labouring classes whose spheres 
of occupation were being thus reduced. It is 
apparent that, in this struggle, labourers were 


machine may Ijc regarded as an exar^ple of the eo-opera- 
tion of physical forces operating witli the definite purpose. of 
saving human labour. 
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unable to obtain, their means of subsistence, be- 
cause the savings effected in the cost of produc- 
tion were almost entirely taken out of the general 
fund for wages. Industrial efficiency was evident- 
ly secured at the expense of the labouring classes, 
while it is not sure that this efficiency benefited 
consumers to an equal degree, as a portion of the 
savings bad to be set aside for :*mi)ro\ emeuLs. The 
ne\v age, however, helped to raise a large number 
of employers to the position of capitalists^ because 
they were able to adopt scientific methods and to 
determine where the savings finally effected should 
go — to themselves, to employees or to consumers.'^ 
Under these circumstances, complex methods of co- 
operation were devised. Some of these methods 
seek to lessen the power of capital and to increase 
the rosourcGs of labour. Others attempt directly 
to eradicate competition within groups of producers, 
distributers and consumers. Others again sock to 
organise capital by the formation of credit within 
particular gr(.)ups of W'Orkers. We have observed 
before that co-operation in former times %vas chiefiy 
concerned with the efficiency of labour. We now 
find that, since the industrial revolution, co-opera- 
tion has adapted itself to the new- environment 
and is mainly concerned with the increase of capital. 
But, whatever may be the methods of modern co- 
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operation, its purpose is to reduce competition or 
the ‘ struggle in life/^ 

In the early stages of the industrial revolution, 
the working classes felt the need of uniting in a 
special manner so as to organise their labour. This 
form of co-operation, after about half a century 
of struggle, has resulted in the system of trades- 
unioni&m. These classes realised that the capiteJist 
employer had many advantages over the ordinary 
employee in settling the terms for wages and the 
conditions of labour. The former could dictate 
his terms, because he could afford to wait until 
they were accepted, knowing full well that the 
latter would give in to him or soon be compelled 
to starve. Then again, the capitalist knew his 
fellow employers and the conditions of the labour 
market, whereas the employee was ignorant of the 
circumstances which affected him. The result was 
that labour contracts, supposed to be free, were 
actually coercive. In such conditions, the labour- 
ers of each industry sought to unite for purposes 
of bargaining with their employers, and, in the 
event of not getting the market rates for labour, 
to ‘ strike ’ work. The right to unite or to strike 

^ The ‘struggle for existenee/ which is mainly due to tlie 
operation of the Malthusian principle, has so far affected only 
a minority of men, namely, those who are unable to der’i\ e their 
means of subsistence. But economic history shows that this 
struggle has been amplified by the combination of science with 
capital which has introduced a higher standard of life in the 
liiiman race. It appears that before*, the industrial revolution 
this struggle was confined to the acejuisition of the necessities 
for existence, now the struggle has oxtcndt«r to the acquisition 
of a larger number of wants, that is, to a higlier sphere in life. 
This new order is known as the ‘ struggle in life.’ 
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in a body was withheld from labourers in England 
for nearly half a century. British labourers, how- 
ever, were the first to secure these rights^ for it 
was only during the last (juarter of the 19th 
century that unions and strikes were recognised 
;i by law in France, Germany, Austria and Russia. 
In the United States, these rights do not seem to 
have been ever v;ithheld. Trades-unions, which 
constitute a form of co-operation, have removed 
many of the disadvantages that labour suffered 
S' from at the beginning of the last century. They 
unite the labourers of each industry, keep them 
I inforined of conditions in their line of production, 
t support them while they are out on strike, and so 

\ enable them generally to obtain from their em- 

ployers the rates and conditions of labour in the 
market. 

It may now be observed that the system of 
trades-unions is an evolved form of the system of 
guilds. We shall see if this is true. An iinport- 
ant change brought about by the industrial revolu- 
tion was the development of village and small town 
markets into national and even international mar- 
kets by increased focilities of transport and com- 
munication. The media'^val masters and ‘ journey- 
men/ who were working together in the same union 
under the guild system, had now to produce under 


^ Trades-unionism has the same principle as all forms ot‘ 
modern co-operation wl^icli is the suppression of competition. 
The methods in these forms vary, as we have already seen, 
but the principle lias been the same, 

,V ' ' ' 

i ' ' '' ' ' • ' 
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k - different organisation for these extended markets, 
and were thus gradually transformed into capitalist 
employers and mere wage-earners. Here took place 
the divorce of labour from capital and commenced 
the real wage-s\"stem. Here also the workmen 
found the doors of their former guilds closed to 
them, and so, out of the same sense and need of 
union, they formed their modern guilds which are 
tlieso trades-unions. If these unions had not arisen 
out of the same necessity in industrial organisation 
and the same instinct of labour protection as the 
mediaeval guilds — virtually the same germs — we 
could not have said that the former have evolved 
out of the latter. Germs more similar to these cun 
scarcely be found in economic evolution and they 
are as apparent as those by which the different 
stages in the evolution of production are traced. 
Trades-unionism, as we have just seen, has sup- 
pressed to a very large extent the conflict between 
capital and labour, and has done away with rivahy 
among labourers themselves. 

England is not only the birth-place of trades- 
unionism, but of another form of co-operation, that 
in which competition between the seller and the 
buyer is lessened and the middleman dispensed 
with. This sj^stem, known as co-pj^eratlve distrihu- 
tion, usually consists in a number of consumers 
founding a store hy capital subscribed amoiig Ibem- 
selves. The store bu^^s goods wholesale and by 
selling them to members and -Kintsiders at retail 
prices makes a profit. After paying a small interest 



THE EYOLUTIOX OF CO-OFERATJOX 


13 


OR capital from this profit, the greater portion of 
it is distiTbuted to the members proportionate to 
tlieir purchases and not to their shares in the 
capital of the concern. This sj'Steni of co-opera- 
tion commenced in England about the middle of 
the last century, and, besides developing enor- 
mously in its native soil, has spread over various 
countries in Europe. 

In certain lines of industry, co-operation is 
to be found in the form known as co-operative 
‘production in which laboiireis unite and subscribe 
capital to carry on some manufacture. This system 
originated in France in 1834 and attained some 
importance after the E<evolution of 18 IB. But 
it lias not been able to develop very much owing 
to the fact that labourers are lacking in the educa- 
tion necessary to conduct the various operations of 
a producer, and, also because they are handicapped 
generally for want of capital. It appears, Iiowever, 
that these difficulties are being gradually over- 
come, for recent reports show that co-opera ti ve 
production is spreading on lines which need 
moderate capital over several countries in Europe. 
This form of co-operation aims at bringing about 
a fusion of interests between the employer and the 
employee so as to reduce self-seeking in either class. 

In the competitive age, it is somewhat instruc- 
tive to observe the many directions in which co- 
operation has been found to satisfy our economic 
wants. This gi^pat principle of combination has 
been utilised with no little success by humble 
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people to acquire real property. Chiefly among 
the working classes, unions known as huilding 
associations have been known to exist in Englarici 
and the United States, atleast since the begin- 
ning and the middle of the last century respectively. 
In these associations, generally speaking, shares 
are issued to acquire capital for the union, each 
share being subscribed for by a member by small 
instalments. The member who wishes to build 
has to subscribe in this manner to a scries of shares 
whicli forms a recognizable portion of the capital 
of the association. He is then given a loan out 
of the general fund to build a house which is 
mortgaged to the union. Wlien he pays up this 
loan with interest by monthly instalments, ho 
becomes the owner of the house. In this manner, 
he pays only a little more than the rent of the 
home he has occupied during the period of pay- 
ment which is usually ten years. A striking fea- 
ture of these associations is the absolute security 
on their loans. This system of co-operation cannot 
be said to suppress competition between house- 
owners and tenants or among tenants themselves 
to any noticeable extent, but it serves an usofiil 
purpose by making the acquisition of private 
pi-operty possible by the help of co-operators. I 'he 
injustice, sometimes complained of in connection 
with such property, is the right to acquire it by 
inheritance, and,, it may be said that in a small way 
these associations tend to compensate for this so- 
c^^Ued injustice. 
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So far we have seen that the main purpose of 
modern co-oncration is to reduce the keen strnstglc 
brought about by the combination of science with to degrade 
capital. Yet no economic thinker could disregard tiu’e" 
the benefits of reasonable competition which adapts 
itself natiiraHy to its surroundings. These benefits 
are evident from the efficiency slowly created in 
production and the lowering of prices gradually 
brought about in consumption. However relative 
these benefits may be, they have helped atleast 
to raise the standard of living. But keen competi- 
tion, which may be described as the impatience 
of men to acquire wealth, seems to violate the law 
of moderation and tends to degrade human nature, : . 
for, wdien men fail to attain success under such 
competition, they often resort to unscrupulous 
methods. We observe, for instance, that -wherever 
competition is becoming keen, as in large towns and 
cities, there also moral degradation is setting in. 

In the economic sphere, men are beginning to 
display this tendency by dishonest advertisement 
and the adulteration of goods. No-vv, if moral 
degradation implies absolute self-satisfiiction to the 
detriment of the coinmunity, the greater the rivalry 
and self-seeking, the greater will be this degrada- 
tion. Wc shall see, in course of our enquiry, that 
this tendency can be obviated by co-operation, the 
system opposed to competition, and that co-operation, 
therefore, helps to evolve the moral nature of man. 

Experience teacjies us that co-operation is an ^ 

economic force as great as competition. Yet neither: 
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of those two forces can serve the functions of an 
economic factor.^ A very simple idea of the force 
of co-operation is conveyed by the proverb unity 
is strength,’' and it has proved the strength of the 
poor, becaUvSe, owing to their individual weakness, 
they have been able to co-operate in larger numbers 
than the rich. Possibly, no system of modern co- 
operation, except trades-unionism, has been so use- 
ful in economic life as co-over afire credit wdiich 
; may be defined as the coyiihiniiig of the credit of 
huitrldiial'i so that all ,na;j benefit each and each 
'] may Inmefit alL Since this form of credit has 
effectively organized capital in various countries, 
it may be regarded as an effective process in the 
exchange of wealth. It appears to possess many 
of the utilities of individualistic credit but to serve 
only a few of the functions of capital.**^ Without 
generalising further on this form of credit at this 
stage of our enquiry, we shall proceed to examine 
its nature along with the functions and utilities 
it has displayed during the sixly-iive years of its 
existence. 

Only a direct agent in the j^roductiou of wealth can 
really l.>e considered an economic factor. 

Refer to Maeleod's ‘'■'Theory of Credit," pp. 88-110, and 
Karl Marx's '‘ Capital,” Vui. 11, pp. 4i-40, along wirli the 
views expressed l>y Professor Hide in his “Principles of Politi- 
cal Economy,” pp. 11(5-129 and pp. 3(53-3(57. 
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CHAPTER II 


THE SYSTEM OF RAIFFEISEN 

Dueixg the middle of the last century, there 
lived in the district of Rhineland in Germany a 
burgomaster, by the name of Frederick Wilhelm 
Raiffeisen^ who observed that the poverty and in- 
debtedness of the peasants were great, but that if 
a helping hand were given to them their condition 
would be improved. Accordingly, as an experi- 
mental scheme, he is said to have first commenced 
a benevolent society among the poorest farmers | 
of his district for the purchase of corn, potato and 1 
cattle. This is stated by some German writers 
to have been his first attempt at co-operation. 
Raiffeisen then devised a scheme by which tlicse 
agricultural people could obtain credit. He organ- 
ized a society with some peasants as members and 
along with it opened a fund by personally subscrib- 
ing towards it 6000 marks. He then informed the 
members that they could obtain loans from the 
society if they adhered to his principles. 

Raiffeisen declared that his aim was to advance 
the material as well as the moral condition of the 
agricultural people and that his institution was to 
be based on the following principles 

1. Only those wvho had proved themselves to he 
trustworthy were to be admitted into the society* 
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2, Members were to be elected only from a 
restricted rural area containing about 1000 inhabi- 
tants. 

3. The liability of the members was to be 
unlimited, 

4. The society to issue no shares and to piy 
no dividends. 

5. All loans to be repaid from the return of 
* the investments made with them. 

6, All profits of the society to be carried over 
to a reserve fund. 

7, All work for the society to be done gratui- 
^ tously by the members. 

While Raiffeisen was moved by a spirit of 
humanity, he did not lose sight of the failings of 
human nature nor of the practical effect that had 
to be given to his scheme. Ho accordingly con- 
ceived principles which suited his purpose and the 
conditions in his community. It was only the 
honest man that could be trusted and deserved 
help. And, it was not merely a question of his 
feelings towards the honest poor, but unless his 
society was composed entirely of honest men, they 
could not acquire the confidence of the financial 
public from whom credit had to be gradually 
obtained. So, honesty had to be their first basis 
of credit. Such being the case, the society was 
obliged to be extremely carefW in the selection 
of members; because by electing a member, the 
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others practically made themselves liable for his 
defaults in payment. Xo considerations of senti- 
ment could have entered into their minds whoii 
voting for an entry into the society. It was 
actually a question of safeguarding their pockets. 

We know from experience/' observes Mr. H. W. 
Woltl^ 'Hhat co-operative banks have had to 
be broken up simply because one or two black 
sheep had found their way into the fold."^ Parti- 
cularly in its infancy such a society is unable 
to recover from financial losses, hence it cannot 
be too careful in the selection of members. More- 
over, it was not only essential that all members 
should have the reputation of being honest and 
reliable, but that they should also realise that 
the success of the society would depend upon a 
continuance of their virtues. 

The area from which members could join was 
limited, so that they might conveniently have 
frequent intercourse and know each other well 
Unless this was the case, one member would 
not take up the responsibility of another. A 
restricted area thus rendered possible the working 
of the unlimited liability principle by which 
members were liable not only for their personal 
debts but were jointly and severally liable for the 
debts of the society. As this principle involved 
heavy responsibility upon the members, it a-ssured 
a careful management of the society, for none but 
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the most cautions could be entrusted with the 
control of its affairs. Likewise, it secured the con- 
fidence of the public and so obtained the creclit 
necessary for the society. At the same time, the 
principle of unlimited liability may be said to 
have existed merely in theory. In practice, no 
member could be asked to pay towards the debt of 
another until the debtor himself became insolvent 
and the funds of the society, meant to cover losses, 
were depleted. 

The next principle, that by which the founder 
did not issue shares nor pay dividends, was }"et 
more practical. A share meant paying down a 
certain value for its purcliase which the poor 
certainly could not afford to do. They came to 
borrow and not to pay out money. Owing to this 
reason, Raiffeisen did not ask even for an entrance 
fee. His society was intended for those who were 
in the utmost need and he could not possibly begin 
by asking them to buy shares, and since thiCre 
were no shares, dividends could not come in. But 
apart from there being such a substantial reason 
for not having shares, Raifteisen apparently fore- 
saw other difficulties in the way of having them. 
Supposing that the shares were of a nominal value, 
some members might have desired to buy more 
than one share and this could not be refused. The 
question of their voting powers would then come 
in. Raiffeisen, however, desired to work on the 
basis of * one man one vote/ Shares would, more- 
over, mean the payment of dividends, and, if divid- 
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were to be paid^ it would be to the interest 
of the shareholders to see that they went up as 
high as possible. Naturally, they would clamour 
for a high rate of interest from the borrowers, and, 
there would arise conflicting interests in the society 
which would weaken the essential principles of co- 
operation. Foreseeing these difficulties, Raiffeisen 
decided to avoid shares and dividends. 

As a loan had to be repaid from the return of 
the investment made with it, a member had to make 
sure before borrowing that his investment was going 
to he safe. This acted as a check on imprudent 
borrowing. And, it was possible to repay a loan 
from the return of its investment owing to the 
long term allowc'd for the loan. If the term were 
short, the loan could not finish its work being 
usually applied to agricultural operations wffiich 
always take some time to be completed. Again, 
the principle of carrying over all profits to a 
reserve fund was more beneficial to the members 
than that of paying out the profits as dividends. 

The reserve fund w’^as split up into two sec- 
tions — the ^ ordinary reserve ’ wdiich met all oi'dinary 
contingencies and the ‘indivisible reserve’ which 
guaranteed a continuance of the society. In build- 
ing up these reserves the members were taught 
to be thrifty and provident. The latter reserve — 
known as stiftungsfond or foundation fund — could, 
on no account, be distributed among the members. 

(T ■ ^ '■ 

Even if tlie society were to dissolve, this indivisible 
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reserve would be deposited in the local government 
treasury to remain there until a similar society 
could be formed again. It may here be added that, 
ill accordance with the regulations of the Eaifieisen 
Central Union, if a society were to dissolve, this 
reserve would have to be deposited with the Agricul- 
tural Central Loan Bank for Germany or with some 
other institution authorised to act as the trustee 
of such funds, to be so invested as to increase 
by interest and to serve at sometime or other as 
the foundation fund for one or more new societies to 
be formed in the same locality on the Raitfhisen 
system. This rule has acted as a deterrent on the 
members wishing to break up a society for the 
purpose of acquiring this fund. Raiffeisen expected 
that in any case this fund would augment and in 
course of time would serve as the impregnable 
rock of solvency. He knew full well that there 
must be some material basis to the moral guarantee 
furnished by his members before they could fully 
establish their credit. 

By the last principle, all office-bearers of the 
society had to render their services gratuitous!}^. 
Raiffeisen probably argued that as his members 
would obtain credit at low interest without having 
capital — the purchasing power of such credit — they 
must fully pay for it by giving what they possessed, 
namely, a portion of their time and labour. But 
whatever was his reason for enforcing unpaid service, 
he thereby inculcated the spirit of self-sacrifice. 
In large societies, however, the accountant (called 
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rerhner) is paid because his work is heavy and 
continuous, but he has no vote in the recommend- 
ation of loans. 

There can be little doubt that a society so 
formed would have an educative iiifiuence on its 
members, and time shows that such has been the 
result. The first principle teaches them honesty; 
the third, care in the management of their affairs ; 
the sixth, thrift and providence; and, the seventh, 
self-sacrifice. They are also taught punctuality 
by the payment of interest and instalment on due 
dates. Experience, moreover, teaches us that the 
establishment of a Raiffeisen society in a village 
sometimes reforms the character of men inclined 
to go wrong. When they are needy, efforts arc 
generally made by them to improve their ways, so 
as to be taken into the society. They are quite 
as anxious as anybody else to benefit by its credit. 
They succeed sometimes, after a while, in getting 
in, wlien they, soon realise that their membership 
depends upon a continuance of their good behavi- 
our. In this way many a spendthrift has given 
up his lavish ways/ a drunkard his intemperate 
habits and a litigant his love of contention. 

The conception in the mind of Raiffeisen being 
opposed to the notions of individualism, he had 
to so design his institution that in its working 
there should be no facilities for self-seeking, and 
power could not ibe focussed in the individual 
So, Raiffeisen gave to his society a constitution 
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composed of three distinct organs — a 'general as- 
se.mb]\V a 'committee of management^ and a 'coun- 
cil of supervision/ Every authority commences 
with the 'general assembly' which is composed of 
the meeting of all the moinhers of a society. This 
assembly elects the ' committee of management,' 
consisting of five members, of whom one is ap- 
pointed the president, another the secretary and 
a third the accountant or cashier. The ‘general 
assembly ' also elects the ‘ council of supervision,' 
now consisting of three, six or nine members de- 
pending upon the extent of a society. In this 
council, one is appointed the chairman, another 
his deputy and the remainder his assessors. The 
council work in the country and report to tlie com- 
mittee the condition of intending borrowers. If 
satisfied on this score, they are also to advise the 
committee to what extent credit may be allowed 
in each case. They have, besides, to keep an eye 
on the borrowers and to report if there is any 
misuse of loans, as also to watch the financial con- 
dition of sureties. Further, they have to inspecL 
the accounts of the society monthly. 

tie- Briefly speaking, the council act as the adivsory 
, body and the committee as the executive authority, 

' but the ‘ general assembly ' is the source of all power. 
Although Raiffeisen's scheme was financial in purpose, 
it could not endure unless governed on a democratic 
basis. Hence no difierence was made in the begin- 
ning between the. rich and the poor, but in 
subsequent societies, as it appeared that the rich 
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bore the brunt of the liability, they have been 
generally elected officers of the administration. 

Thus, upon principles and a constitution which 
gave to the poor a priceless heritage, Raiffeisen 
founded his system of credit. His first society, 
known as Barlehnscasse or Loan-Bank, was formed 
in the village of Fiammersfeld in the year 1849. 
The second society was formed at Heddesdorf in 
1854, the third in 1862 and the fourth ..in 1868. 
While these societies grew in size, there was an 
improvement in the condition of the members. 
This gradually led to accumulation and deposit 
of their savings with the societies which paid a 
small interest on these amounts. The societies 
themselves finally obtained loans from banks in the 
country, the limit of these loans being always fixed 
by the members. 

There seems to be some difference of opinion 
as to the period wffien regular rules were framed in 
these societies. Sir Frederick Nicholson is of 
opinion that “from 1864 when the society was 
formed at Heddesdorf regular rules which in 
the main govern these societies were formulated."' 
As a matter of record, the society at Heddesdorf 
seems to have been formed much earlier, if 'we 
were to go by a number of reports on this point. 
However, this question does not seem very material 
and we may accept Nicholson’s view as to the time 
which is quite probable, and take it that regular 
rules came into existence in Raiffeisen societies 
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about the year 1864. These rules in their main 
points appear to have been as follows^ 

1. A loan could be granted only to a member 
who had to first satisfy the society that he was in 
a position to repay the loan. 

2* A loan was given only against a bond 
or promissory note signed by the borrower along 
with two personal sureties obtained from among the 
members. 

In later years certain societies have taken over 
mortgages of real property, belonging to their 
members, to prevent such property from passing 
into the hands of usurers. 

3. The term of a loan was as long as 
necessary to make sure of its repayment — usually 
from 1 to 10 years — which could be made by 
instalments. 

4. The object of every loan had to bo declared 
and a loan was to be issued generally for agricultural 
purposes. 

As the members of these village banks usually 
consisted of agricultural people, among whom were 
included a few traders and artisans living within 
the prescribed area, loans were issued to suit 
the greatest requirements of members. 

5. If a loan was not utilised in the purpose for 
which it was taken, it could be forthwith recalled. 

^ Vide Model Articles of the Ra2ffeiseu Credit Union in 
Nicholson’s RepcM on Land and Agricultural Banks in the 
Madras Presidency,” Vol. 11, pp. 102—107* 
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6. Interest- and instalment on loans were paid 
punctually on due dates. 

7. If the financial condition of sureties de- 
teriorated before the redemption of loans, such 
sureties were to be replaced. 

8. Each member had only one vote. 

9. Members had the power to expel any 
member whom they had ceased to trust. 

10. All members of the society assembled 
once a year at a general meeting to elect members 
for a ‘ council of supervision ’ and for a ‘ committee 
of management,’ to inspect the accounts of the 
past year, to settle the maximum amount to be 
borrowed by the society and to be lent out to 
members, as well as to fix the rate of interest on 
such loans for the ensuing year, and to discuss 
all other important matters. 

11. The committee of management met at 
least once a v/eek to transact the regular business 
of the society. 

It has already been observed that as the princi- The I.aw 
pies were originally conceived, there were no shares ehane^^ ^ 
nor dividends. In 1889, however, the Legislature in 
Germany made it compulsory on all banks to have 
shares and dividends. Raiffeisen societies met the 
law by issuing shares of the smallest possible 
value — ^between 10 and 15 marks — such shares to 
be paid in by instalments. As regards dividends, 
the societies kept to themselves only G pfen- 
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nings per member annually (as subscription for the 
yearly report of each society) and voted away the 
balance to the two reserve funds. The principles 
of the founder, in other respects, have been strictly 
observed by Raiffeisen societies to the present day. 
His rules have been modified sometimes by some 
of his societies to suit their particular conditions, 
hut, so far, his original principles, other than the 
one just mentioned, have been closely followed. 

The regular business of a society, which is 
carried on by the committee of management, con- 
sists merely of giving out loans and taking them 
back from members, A Raiffeisen society is purely 
a loan bank in which general banking — such as 
transactions in stocks and shares, discounting of bills 
and drafts — that sometimes involves speculation 
is not permitted. This loan business merely has 
been kept up in these societies up to the present 
day, and it is said that they have seldom lost a 
penny ; because, apart from their perfect constitution 
and control, simplicity in business implies safety. 

We have just observed that only four societies 
were formed within nineteen years, but from 1868 
their growth was more vigorous, so that by 1885 
nearly 250 societies were established all over 
Germany, In 1893, however, there was drought and 
scarcity in the country when these societies afforded 
great relief to the peasants. Their timely aid 
attracted the attention of the agricultural people of 
the country and Raiffeisen societies were formed in 
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various places. Within three years of the scarcity 
there were about two thousand societies all over 
Germany.’ 

The confidence which the public had in the The 
security of these societies at a comparatively early public 
stage of their existence is proved by the fact that 
“in those two critical epochs of crucial testing of 
German credit/' as related by Mr. H. W. Wolff, 

“the years of the two great wars, 1866 and 1870 — 
when deposits were withdrawn wholesale from other 
banks and when even diplomatists like Sir R. 

Morier found it difficult (so he himself reports) 
to supply themselves with money — deposits were 
actually pressed upon the Raiffeisen Banks, for safe f 
keeping, though it should be without any interest | 
at 

^ See in the Appendix the present position of these societies 
in Clerniany. 

2 FiVifi Wolff’s “People's Banks,” 1910, p. 139. 
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THE SYSTEM OF SCEULZE-BELITSCH 

About the time that RaifFiiison was working 
out his scheme in the Rhineland, Fmnz Hermann 
Schulze-Delitsch, a district judge, was bus}’ with a 
similar plan in his native state of Saxony — quite 
independent of Raiffeisen’s scheme. Ho also was 
stirred by the troubles of the poor, {ind felt that 
with a little assistance they could get out of the 
clutches of the Jewish usurer. Accordingly, he con- 
ceived the plan of obtaining loans for them upon 
joint security, and founded his first credit society 
known as Vor-schussreycin or Advance-lTnion in 
1850 at Delitsch — his native town by which he is 
generally designated. Although Raiffeisen had fore- 
stalled him in this respect by a very short period, it 
must be admitted that the foundations of co-operative 
credit were laid by both acting independently, but, 
on a sounder basis by Eeiffeisen. Outside his own 
country, Schulze is regarded as a socialistic thinker 
who advocated self-help and opposed state-socialism : 
in Germany itself he is known as a practical worker 
and the joint-founder of this form of credit. 

The opposition which Schulze had to encounter 
before he could establish his system of credit forms 
an interesting page in economic history. Before 
forming his credit union, it appears that Schulze 



THE SYHTEH OF SGHULZE-HELlTyCH ol 

had organised a friendly societj?' and two or three 
associations for procuring raw , material. He then' 
directed his attention to his advance union, being 
convinced that by self-help and co-operation the 
labouring classes would be able to improve their lot. 
At the same time, Ferdinand Lassallc, the economist, 
was propagating his theory on the price of labour, 
known as the iron law of wagesP- He declared 
that this price was determined by the amount 
absolutely necessary to maintain the working man, 
which implied that wages could not rise higher 
than the bare cost of maintaining him. This is 
the substance of his theory put in a very concise 
form. Although his theory really emanated from 
the classical economists, it happened to be un- 


^ This law hiys down a particular cause by w-liich wages 
arc determined, although wages depend on many cause.? opera- 
ting in multifarious ways. The standard in -which various 
kinds of labourers— eoal-lieavcrs, porters, blacksmiths, miners, 
carpenters, weavers and other.? — can subsist in a particular 
climate is the same, yet we find that their w^ages are different^ 
for the simple reason that, other causes such as food, clothing, 
habitation and the state of production i>eing the same, wages 
depend on the conditions of training and occupation. Again, if, 
according to this law, wages are determined merely by the 
standard of niainteiiauec, how is it that, W'hen -^vages rise and fall 
by some iiakiiow’n causes, we do not observe a parallel 
change in this standard ? In fact, wages are not determined ]>y 
tliis standard to «.iny such extent as wages determine this 
standard, for few can increase their wages by improving their 
living. iSo the real position is that w'ages and this .standard 
are related as cause and effect, but the standard occasionally 
seems to have a reactionary effect on wages owing to some 
psychological reason, possibly a confusion in the mind between 
cause and effect, for the argument is sometimes urged that 
I have a family to support and so I cannot work on such poor 
wages. ” Occasionally, also, the reactionary effect is due to a rise 
in the standard of maintenance, brought about by the growtli 
of a man\s family, -wlvch compels him to improve his efficiency 
so as to increase his income. In such cases only, wages and this 
standard interact just as many other economic forces. 
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fortunately as rigid and pre-delSned as the wages 
fund theory,'^ Yet he rebuked the labouring 
classes for believing in their wage system and 
urged his own, laying it down at the same time 
that they could not hope to improve their lot in 
the economic order then existing, except by asking 
for the help of the State. “Do you not know,” 
declared Lassalle before artisans and workmen, 
“that hundreds of the hourgeoisie would have 
already a hundred times over had to shut up shop, 
if they had not received similar accommodation 
through the State banks ?” Schulze, on the other 
hand, opposed Lassalle on the ground that such 

This theory was apparently liaving its influence in 
Germany when Schulze commenced work. As stated by Mill, 
the wages fund theory should be taken to express in a very 
general way the relationship between wage-earners and the 
wages-fund with regard to the price of labour — wages-fund 
implying the amount of circulating capital spent in wages. 
But it is not sufficient for us to know that ordinarily the aver- 
age rate of wages may be obtained by dividing the amount of 
the wages-fund by the number of wage-earners. We wish to 
know precisely the reasons why -wages rise and fall. We must, 
therefore, examine in particular countries over a considerable 
period conditions aftecting wages, such as the demand and 
supply of labour, [^the productivity of labour, the cost of raw 
products, the market-price of finished products, the interest 
on industrial and non-industrial capital and the average rate 
of rent. The difficult}’ of investigation, of course, lies in the 
fact that some of these conditions not only form a catena of 
causes, but also interact and that, consequently, they cannot 
be taken as rigid standards. Still, much of their complexity 
could be removed by analysing cause and effect by the standard 
of time, and by first determining some other fixed standard, 
if there be any, connecting labour or rent with place. We 
should then be able to get certain laws which determine wages 
under particular conditions. But to formulate one theory to 
suit all the conditions under which various rates of wages 
arise is obviously impossible. Indeed, the greatest defect of 
some of the older economic doctrines was ^the attempt to lay 
clown a particular principle to exiJlain the most complex portions 
of our economic iuachineiy. 
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Iielp, rendered to particular groups of workers, 
would not reduce competition which was an essen- 
tial cause in low wages, and that the State could 
not expect to acquire the monopoly of industry 
which alone could lessen competition. Accordingly, 
Schulze sought with greater wisdom than that of 
Lassalle to reduce competition by co-operation and 
to promote self-help as against reliance on the 
State, having before his mind the recent failure 
of state-aid with regard to production in France, 
It is said that Lassalle thereupon induced Bis- 
marck to thwart the endeavours of Schulze and 
to support his own scheme of state-aided pro- 
duction. . 

The practical nature of the aims of Schulze can 
best be gathered from the words he used to draw 
up his programme in the early years of his work. 
At the outset/' he said, the association will have 
to be carried on with a certain reticence, because 
the destruction of the old trade associations is not 
yet sufficiently complete, the building ground is 
not yet so far cleared of the debris of the old 
system as to enable us to proceed with complete 
freedom with the work of construction. Besides, 
we have to fight with the tendenc}^ to separa- 
tism peculiar to the German people, to whom 
the sacrifice of isolation appears to present itself as 
a sacrifice of independence, whereas in truth inde- 
pendence is only to be secured by the hearty co- 
operation of the lOnce isohited units. Therefore, 
it seems best to begin with purely economic associa- 
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Co-opera* tions and trade associations of a very limited 
attained by character, which assure to members the conditions 
adaal sta- ^ desirable activity of trade without as yet 
associating them for the carrying on of the trade 
itself, which will on the contrary be carried on by 
each individual as formerly for his own exclusive 
advantage. Only when the extraordinary power of 
the principle of association has been thus brought 
before their eyes, and has made them sensible 
to and ripe for the higher steps in its application, 
only then should one gradually go on to build up 
with their help great co-operative undertakings, 
still guarding against overhasty and inconsider- 
ate attempts whicli have generally failed. Failure 
brings in its train the evil result that it spoils the j 

ground for a long time for seed of the same kind.” I 

These words not only reflect to some extent the | 

nature of industrial society in Germany in the | 

days of Schulze, but they carry us into the recesses | 
of his mind with regard to his own project. It is ^ 

obvious that the mediaeval system of guilds had ‘ 

not altogether died out in the country, for the 
founder remarks that '‘the destruction of the old 
trade associations is not yet sufficiently complete,” 
and he had to help on the industrial classes to a 
difficult reform, particularly as “ the sacrifice of 
isolation” in certain conditions of production would 
appear to them as “a sacrifiice of independence,” 

His scheme did not aim at the development of 
organisation from the workshop |o the factory sys- 
tem, nor did he think of introducing co-operative 
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production in domestic industry ; but bis purpose 
was to bring about conditions which he believed 
were essential to the activity of trade and industry, 
that is, to substitute co-operative for individualistic J 
principles in the organisation of capital and in some t 
other conditions necessary in production. So, it was 
wise for him to proceed by gradual stages in the work 
of initiating these principles of co-operation. At the 
same time his scheme vvas to be put into practice, and 
so, its details had to be made thoroughly workable, 

Schulze commenced with the principles of thrift His iJi-iuci- 
I and self-help as the most practical beginning for his 
system of credit. All members had to join his 
union on those principles, and so, unlike the plan 
of Raiffeisen, he devised shares of considerable value 
1 to purchase which it was necessary for humble people 
i to begin with the practice of thrift so as to help 
I themselves. He also adopted the principle of un- 

I limited liability seeing that it was the only basis 

I upon which similar associations had been formed 
\ in Germany, and that it would he easily intelligible 
to the people. Unlimited liability cannot, however, 
i be accepted by people unless they know that those 
with whom they will be associated are reliable. So, 
before entry into the society, the character of mem- 
bers, with special regard to their habits in mon- 
etary transactions, \vas enquired into. Yet, no such 
standard of conduct as Raift'eisen demanded was 
required of the members, because Schulze apparently 
, believed that, as ^he source of credit, a material 
; security was more important than a moral one. 
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Such being his principles, it was not very 
essential that the area of his societies should be 
restricted, so as to facilitate among members an 
intimate knowledge of one another’s behaviour. In 


fact, Schulze seemed to have an object in view — 
namely, that of an extensive business in each society 
so as to be able to keep up a salaried staff — which 
militated against the principle of prescribed area. 
In consocineucc, his soeierios are generally established 
in towns and sometimes in contiguous villages with 
a considerable sphere for banking operations. A 
jjicmber upon entry has to pay an entrance fee and 
to buy a share the value of which is large, amount- 
ing to 600 marks in certain societies, but this sum 
may be paid in by instalments. Before lending, 
the society considers carefully the financial position 
of the member and the security he is prepared to 
offer. Generally the society advances money against 
■' bonds and bills with the personal surety of two 
members, but mortgages are sometimes accepted. 
The usual rate of interest charged on loans ranges 
between 7 and 8 per cent. The term of a loan is 
three months, which is the usual period for terni 
deposits in Germany, but this term is subject to 
renewal for another period of three months. ISTo 
stipulation is made as to the employment of a lean 
nor of the means by which it should bo reppvid, but 
it is expected that all loans will be used productively. 
Generally, a tenth part of the society’s yearly profits 
is caiTied over to a reserve fiind^ which is kept for 
the purpose of covering business losses, and the 
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balr«.ncc paid out in dividends "in proportion to the 
paid-up share capital of each member/ All office- 
bearers of the S(.iGiety are paid and even the members 
of the board of supervision are entitled to a fee for 
attendance. 

In constitution, the societies founded by Schulze 
are somewhat similar to those of Raitfeisen. The 
g’eneral body of members, which is the source of all 
power, assembles once a year to elect a "committee 
of management ’ consisting of three members only— 
director, a cashier and a comptroller — who manage 
the business of the society. At this "general as- 
sembly’ no proxies are admitted and each member 
has only one vote.’- At this assembly is also elected 
a "board of supervision ’ which controls in some 
matters the actions of the committee of manage- 
ment, deals with all applications for loans and audits 
the accounts. The general assembly has the power 
to dispose of the net profits of its society as it thinks 
proper, but it does so usually in the manner we 
have already observed. As stated in the model 
articles of association of this system, " members of 
the committee of management and of the board of 


^ The principle of ‘one man, one vote,’ adopted by the two 
hninders of co-operative credit, Wiis meant chiefly to safeguard 
tlae inlerei^'ts of members equally, since their liahilifies were unlimi- 
ted and practically would be divided equallif out of a general fund 
in case of ultimate need. (See P. 20). Dr. T. N. Carver observtis 
that “some of the extreme advocates of co-operation seem, to 
think tliat there is some magic about the ‘one man, one vote’ 
X)rinciple. They are unable to see that all that is necessary is 
that the management of the society shall always bo controlled 
in the interests, not of the receiver of dividends, but of the 
receiver of the ordinal^ farmer’s income.” See American Econo- 
mic Revmo (Supplement), March, 1914, p. 103. 
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supervision cannot be accepted as sureties during 
their term of office/ and, ‘ members of the committee 
of management are excluded from all grant of credit 
during their term of office/^ 

tte In his original scheme, Schukc led people into 
but a course of compulsory saving before they could 
he expensive shares, so as to encourage thrift 

and self-help. Later on, to attract >share-holders, 
high dividends wore devised by some of his societies, 
and this could only be done by raising the rate of 
interest on loans. As borrowers had been accus- 
tomed to usury, they paid interest as high as 12 and 
13 per cent, for some time, while the share-holders 
received dividends year after year which no co- 
operative society should couiiteuaiicc. Members of 
these societies then ceased to care for co-operative 
principles and became dividend-hunters. Anyway, 
the societies of Schulze increased everywhere in 
capita] and grew rapidly in number, until it dawned 
on the minds of some of these followers that they 
were departing somewhat from the original purpose 
of the founder. Consequently, in recent years they 
have reduced their rates of interest, and their 
dividends have come down to 6 and 7 per cent. 
Sufficient capital has now been attracted by almost 
all the societies of this sj'stem, so they are also 
reducing practically the value of their shares. They 
cannot actually reduce their face-value after so many 
years, but in new societies the amount called for on 

^ Vide Articles 53 and 55 of the Model Articles of the ^jclmize 
Eederiition given in the Appendix. 
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each share has been limited to one-half, one-third 
or onG-fourth of the nominal value;, depending upon 
the approximate need for capital in each society. 

A change in the financial method has also been 
effected which appears from the naodel articles, 
^'Tlie society grants loans to its members for fixed 
periods, discounts bills for them and opens current 
accounts with them with or without extension of; 
credit. It transacts business in stocks and shares ' 
for the members on commission.''^ These societies 
have also cash-credit accounts with their members 
which are renewed or closed every six months." The 
securities now approved for loans have become more 
varied, bills of exchange, bonds and stocks being 
accepted regularly in almost every society. In this 
connection, the model articles state that “security 
for credit granted may be furnished by the provision 
of one or more sureties, by the pledging of sound 
claims, by the pledging of good state or other securi- 
ties enjoying a quotation on a German Exchange."^ 

Schulze adopted the scheme of unlimited liabi- 
lity because he found it the most familiar basis 
of rural banking in Germany. The Prussian Land 

^ Yule Art. 50 of tlie Model Articles of tlie Solmlze Federa- 
tion given in tlie Appendix. 

“ Tlie syatem of cash-credit originated in Scotland as shown 
hy Maeieod in 3iis “Theory of Credit.” According to this sys- 
t'em, a bank opens an account with a person, who furnishes "at- 
least two personal sureties, and allows liim to draw out money 
as he may require up to a limited amount, paying interest, 
of eourse/on the sums actually borrowed and for the time that 
they are taken. 

^ Vide Art. 52 in She Model Articles of the Schulze Federa- 
tion given in the Appendix'. 
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Banks, originated under the auspices of Frederick 
the Great, had adopted this principle of joint and 
several responsibility. After the Seven Years’ 
War, the landed proprietors in Prussia were involved 
in debt, and to relieve their indebtedness these 
institutions were formed in 17G9 with a subven- 
tion from the state. A bank was established 
in each province the landowners of which were 
compelled to join it as members. They obtained 
loans from these banks on their joint and several 
liability at very low rates of interest by the mort- 
gage of land. With some changes these banks still 
survive and have se.rved as models for similar 
institutions in other European countries. In the 
days of Schulze the principle of unlimited liability 
had, consetpiently, become an accepted tradition in 
Germany. It naturally suggested to his mind the 
greatest hope of success and so he adopted it. 
Having these facts in view, it appears that the 
germ of co-operative credit existed in Germany 
when Raiffeisen and Schulze introduced their' 
schemes among the poorer people in the country. 

There can be little doubt that Schulze consider- 
ed the immediate prospects of his scheme, which 
were financial, rather than the permanent benefits 
of co-operation, which being economic must bo 
social to a larger extent than he could have known. 
He compelled people to pay down a large sum in 
the purchase of shares, the result of which was 
that the poorest were kept oi>t of his societies. 
This failed to make his scheme thoi*oughly social 
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Theii; in his systera, there is no special stipulation 
as to the disposal of the net profits of a society 
which virtually gives its members the choice of 
appropriating them. Again, Schulze had no notion 
of developing the spirit of self-sacrifice in his 
members. Nay. he was of opinion that every la- 
bourer was worthy of his hire, and so he paid all 
who gave their time and labour. Such princi- 
ples naturally led to an influx into his societies 
of profit-seeking men who were soon led by the 
greed of gain to depart from the true principles 
of co-operation. Many of his societies have, in- 
deed, been converted into joint-stock concerns, but 
their adoption of the principle of limited liability 
is not the only indication of their departure from 
co-operative principles. So long as the security 
for a loan is good, these societies do not scorn 
to have much farther concern with their borrowers. 

Being so defective in co-operative character, it will 
be readily Seen that a Schulze societ}^ does not ♦ 

exercise much moral influence on its members. 

Owinsf to these societies being usually located The clients 
° ^ , V Schulze, 

in towns and to the short term for which loans 

are granted by them, artisans, petty employers of 

labour and shop-keepers, who can turn over their 

capital quickly, form the bulk of the clients of 

Schulze. Although agricultural people are also to 

be found among the members of his societies, 

they cannot be deriving much benefit from his 

short loans, as capital sunk in agriculture takes ^ 

a longer time to return than capital invested in 
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trade ai:id :}ianiiiacture. These institutions, however, 
do an extensive banking business and the aver- 
age number of members in each society has been 
over GOO in recent years. 

An essential difiercnce in the methods adopted 
by the two founders may here be observed. Schulze 
depended on self-help as a means to attain the 
goal at which he aimed, and so he compelled 
people to save up money before they could come 
into his union. Raiffeisen on the other hand evi- 
dently believed that such a course would keep 
out of his institution the poorest people whom 
he wished to help, and so he adopted a difterent 
method which included scIf-sacrifice as an es- 
sential principle. It is remarkable how such differ- 
ent means were devised to attain the same end, 
a circumstance which reveals the conceptions of 
co-operative credit in the minds of the two foun- 
ders. In spite of the feet that the system of 
Schukc is based on the theory of unlimited liability, 
the principle of self-help apparently developed in 
some of his societicvS a leaning towards indivi- 
dualism. 

If \XQ. now turn for a while to the history of 
co-operative distribution, we shall find that this form 
of co-operation is also wanting in the fundamen- 
tal principle which Raiffeisen inculcated, namely, 
the subordination of the personal to the fraternal 
interest. It is iierhaps true that co-operators in 
this system display this principle to some extent at 
the commencement of their venture ivhen they are 
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helpless individually^ but, when they improve their 
position, we find that they also begin to get sel- 
fish and to exclude new-comers from their special 
benefits. TiiiiS;, almost all co-operative stores grad- 
ually employ workmen. on the \vage-s^^stein, which 
goes to show that when the principle of self-sacrifice 
does not exist among co-operators, they tend to 
revert to the ideals of individualism^ 

These fixets lead us to an inference regarding 
human nature. In poverty all men seek co-opera- 
tion out of the instinct of self-preservation, but 
when some means .are accumulated they desire to 
have more, also out of a selfish motive. What we 
then seem to forget is that self-sacrifice has proved 
the best means to the selfish end. If this were 
remembered, co-operation would not fail even when 
it has attained its immediate purpose. Just as 
in the business world, producers have to put out 


^ “The discussions at recent Oo-operative Congresses, at- 
test/'^ remarks Mr. L. L. Price, “too plainly to be mistaken 
the ominous fact tliat co-operation has, as yet, been arrested 
at what the Christian Socialists would consider its initial and 
subordinate stage, and tJiat it has not proceeded to the higher 
and fuller development, which they so eagerly contemx)Iat:ed. 
There is something api:)rf>aehing to pathos in the unwearing 
persistence with which Mr. Hoh'oake, for example, in his 
Go-operafive. Movement To-day^ returns again and again t(j tiiis 
attractive but disappointing theme. * * And, Mrs. Webb’s 
imputation of an aristocratic taint to the principle of sharing 
in profits seems here to be pertinent. The tendency of a small 
body of workmen admitted to .such privileges to exclude others 
from their x>articipation has more than once been illustrated in 
the history of the co-ox^erative movement ; and the wages system, 
expelled by the front door, lias tried to effect its entrance 
again by the back, and, in doing so, has caused a certain amount 
of irritation, whether it has succeeded or failed in the attempt.” 
Vide Price’s “Keonomi'^j Science and Practice,” 1896, pp, 71, 
87, and 88. 
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capital to create capital, so also in most worldly 
affairs men have to give up selfishness to attain 
a selfish end. This principle of human action is 
similar to the economic law that everything which 
has value must be purchased by something valuable, 
no matter if this purchase involves a partial sacri- 
fice of that Yvdiich is sought after. ^ It is evident, 
therefore, that, in the edifice of co-operation, tlie 
soundest stone which could be laid was the spirit 
of self-sacrifice inculcated by Raiffeisen. 

^ This law applies to all which is known as economic goods 
to the exclusion of the gifts of nature. 



CHAPTER IV 


TEE SYSTEE OF LUZZATTI 

Perhaps in no civilised coiintiy was usury Itfily ex- 
practisod with so much impunity as in the north in tho 

of Italy until the middle of the last century. 

Signor Levi^ the Italian economist, speaks of 
interest as high as 700 per cent, per annum 
being extorted from Italian peasants, and, it is 
believed that in defeult of payment of such 
interest cattle purchased with money so borrowed 
were sometimes forfeited.^ The lower industrial 
classes were extremely poor and exploited by 
money-lenders. The ways of the Jew as repre- 
sented by Shylock in Tha Merchant of Venice are 
too well-known to need any showing, and this 
beautiful drama depicts scenes which were pro- 
bably enacted in various parts of Italy. '"The 
country which had taught all nations banking/' 
writes Mr. H. W. Wolff, ‘‘possessed little commerce, 
the country in which The Georgies were written 
owned an agriculture little advanced upon that 
■which Virgil had described." 

Observing the relief which the institutions * _ Luzzatti 
of Raiffeisen and Schulze-Delitsch brought to the ‘ Banea Popo- 
people of Germany during the sixth decade of 
the last century, Luigi Luzzatti, then professor of 
economics in a technical institute at Milan, was 

^ Vide. N'icholson’fe^ Reporfc on Land and Agricultural Banks 
in the Madras Presidency, VoL I, p. 43. 



46 


THEOBY OF CO-OPERATIVE CREDIT 


Its essen- 
tial features. 


roused to action for the indebted poor in his 
country. After some experiments had been made 
with co-operative effort in friendly societies at 
Lodi, Cremona and other places during t!ic years 
1864 and 1865, Liizzatti founded a loan-bank at 
Milan in 1866 and called it the Banca Popolarc ov 
People’s Bank. This ^vas the first co-operative credit 
association in Italy, and it commenced with a capital 
of only 700 Urey a sum equivalent to twenty-eight 
pounds sterling.^ It was founded upon a sj^stern 
which seemed to take a course midway between 
those of the two German originators, although 
Luzzatti is believed to have been in those days a 
follower of Schulze rather than of Eaiffeisen. In 
describing his own bank, Luzzatti says — ‘‘ We have 
not copied an institution but produced a new type, 
and impressing upon it the stamp of Italian origi- 
nality \ve have created the Banclie FopolariP 

While it is evident that Luzzatti was inlluenced 
'by the principles of the German founders, he knew 
that the circumstances under -which he could 
establish this credit in his country w-ere somewhat 
different. So, after careful selection and adaptation 
to environment, he has evolved in Italy a new type 
of co-operative credit, of which he is the immediate 
parent. The essential features of his institution 
may be described as follows : — 

1. Only honest and reliable men are taken in 
as members. 

- “■ *; — — — 

^ FicZe Wolff^s “ People’s Banks,” 1910, p. 296. 
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2. Each member takes a share the value of 
which rarely exceeds 50 lire, and which is payable * 
by 10 monthly instalments. 

3. A member has only one vote although he , 
can have more than one share. 

4. The liability of the members is limited, that 
is, they are responsible only to the extent of their 
shares. 

6. The members render their service to the 
bank gratuitously, but three office-bearers — the 
president, the accountant and the cashior—are paid, 
because their work is heavy and continuous. 

Beginning with the method of Schulze rather The prinoi- 
than of Raiffeisen, Luzzatti formulated a scheme 

’ ^ t 0 IT n cl e r s 

to ' capitalise honesty/ to use his own phrase, n^odifiecl by 
but he believed that this purpose could be attained 
by a special process in his particular surroundings. 

Not merely should his members have the reputation 
of being honest and reliable, but as their liability, 
owing to causes we shall see presently, could not 
be unlimited, he deemed it essential for them to 
begin with some material guarantee. So he 
decided to have shares which would form this 
guarantee. It must be realised that in co-operative 
credit with limited liability, a materia] security 
is indispensible. Even Raiffeisen, wdio adopted 
the principle of unlimited liability and placed so 
much faith in moral securit}^ subscribed an initial 
fund of 6000 marks towards his society. We must 
bear in mind that moral principles merely cannot 


48 


THEORY OF CO-OPERATIVE CREDIT 


Material 
security re- 
tained * as an 
essential bas- 
is of credit. 


suffice in the creation of credit. They may be 
sufficient to cause confidence in the othica];' and 
juridical spheres, but not in the economic domain. 
Some basis of capital, some abstinence of past 
production, however little it may be, most also 
be there, if tiie credit which these principles wili 
germinate must aid in future production. That 
capital must help to create capital is as much of a 
law in the present stage of economic eYolution as that 
life must help to create life, and credit is merely 
the process by which such capital is obtained for 
a time.^ So, all systems of co-operative credit 
begin with some substantial security, and, further 
inculcate the practice of thrift, that is, of some 
saving of past production, and Schulze regarded 
this as the most essential principle. Luzzatti did 
not enforce this principle to the extent that Schulze 
did, nor carried it into effect in the way that 
llaiffeisen did, but he suited his own environment. 
Working among poor and timid people, hitherto 
exploited by usurers, he devised small shares pay- 
able by instalments, so that such shares may come 
within the reach of all. But whoever •wished to 

^ If we w'ere in the primitive ages when nature predominated 
as an economic factor, or in the middle ages whit-n labour exerted 
such an influence, we eoiild not have confirmed this la^v regard- 
ing capital which is itself derived from nature and labour. 
But it is obvious that the modern organisation of industry lias 
evolved out of its primitive cells to its present advanced type, 
in which the agents that must be utilised in production cannot 
be obtained in their present form and order except by capital. 
The main reason for this appears to be that capital is the only 
factor, which, in its special form of money, can serve as the 
inedium of exchange. So, it is capital \v*^.ilch decides, more than 
any other factor, whether production can be taken up or not. 
We shall see gradually the position of credit in this organisation. 
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Lake more fchau one share could do so. His liabilil-y 
; woiiki, of eoiirse, iiiereaso in proportion to his shares, 
still, it would not be unlimited as in the societies 
; : of the German founders. Another essential princi- 
: pic of Luzzatti was self-sacrifice inculcated by the 
? practice of gratuitous service. He probably believed 
as an economist that this service among members, 
being occasional, would be amply repaid by the easy 
credit that they would obtain. But in the larger 
banks, where the work is heavy and regular, the 
^ office-bearers are paid, partly by salary and partly 
I by a veiy small share of the profits. 

I The People’s Bank is thoroughly democratic in 
’ constitution which is essential not merely to ensure 
t. equal rights, but to make the organisation a social 
f one, and no system can be really economic unleSvS 
it is social, that is, unless it utilises all the economy 
possible not only in the individual but in the society. 
All members assemble once a year for elections 
at which no voting by proxy is allowed. After the 
report and balance-sheet of the preceding year are 
dealt with, this assembly elects from its number 
a largo body of incmbcrs — practically all members 
who can spare time to devote to the work of the 
: society — which constitutes the council of manage- 
ment called the cxjnsiglio. This consiglio forms the 
! administrative authority of the bank and manages 
iLs affairs. The general assembly also elects a loan 

committee known as the comitato di sconto which 
. ■ ■ ... 
deals with and pas^s orders on all applications for 

i loans. This assembly further elects at its annual 
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meeting a board of appeal consisting of three mem- 
bers called the prohiviri who decide all appeals 
from members against the decision of any officer of 
the bank. 

. The duties of the consiglio consist of giving 
loans to members as advised by the comitaio, issuing 
loans on security of bonds and public stocks, keep- 
ing current accounts and savings deposits for mem- 
bers and holding in safe custody their valuable 
articles. The loan committee prepares a register 
called the castellato which is a record of the finan- 
cial position of each member and of the amount 
of credit that can be given to him. This book is 
revised every three months and affords a ready 
reference to the committee in its work. 

The consiglio in turn elects from its own number 
three to five supervisors known as the sindaci who 
supervise the daily business of the bank. Each 
supervisor serves by rotation for one week at a 
time, and, having thus fulfiried his duties for a year, 
is allowed to retire. We now see from the organisa- 
tion of this bank that Luzzatti aimed not only at 
democratic constitution, but also at sound manage- 
ment by a careful division of labour, knowing that 
such administration would go to establish public 
confidence. 

While the bank at Milan attracted members by 
virtue of its union of honesty and sound manage- 
ment together with its system of full self-govern- 
ment, the difficulty lay in finding sufficient capital 
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to lend to the members. The bank had started 
with a capital of only £28 and the subscription 
obtained from shares was small, but more capital 
could be found by biiiirling up a credit for the bank 
itself in the financial market. Hovf was this credit 
to be built and established ? Luzzatti knew that in 
Milan, bills of exchange and accommodation accepted 
by a bank were negotiable in other banks. These 
bills wore drawn for short periods — usually 90 days 
—and, following this practice, his bank had begun to 
issue loans to its members for the term of three 
months. He, thereupon, decided to utilise simi- 
lar bills in forming the basis of his credit. The 
borrowers could draw these bills on his bank which 
would accept them whenever loans could be granted. 
These accepted bills or ' acceptances ’ could then be I 
discounted by other banks. 

Yet, befoi’e passing on the acceptances to other 
banks, Luzzatti had to increase their confidence in 
the Banclia and to make it a recognised institution 
ill the market. Here lay the greatest difficulty, 
as it generally takes time for a bank to acejuire 
the confidence of the public. But circumstances 
favoured the Banca in a singular, manner. “ The 
late Felice Mangili, who was secretary of the 
Bank," says Mr. H. W. Wolff, "relates the incident 
in his Memoria published in 1881. Barely had 
the Bank of Milan opened the doors of its modest 
office, when Italy was plunged into war. In the 
then state of affair^ ^var necessarily meant a finan- 
cial crisis, and the Italian Government, by way of 
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nggravatiDg such, had anticipated the opening of 
hostilities by enacting forced currency for the 
notes issued by the National Bank. There was 
general consternation. Gold was at a high pre- 
mium, paper money v^as correspondingly deprecia- 
ted. "" The Banca Pojjolare prompt!}' came to 
the rescue, offering to issue hitonl di cema — bonds 
or bills, that is, not notes — for small amounts, 
five, three, two lire, against security. The public 
jumped at the opportune suggestion. The Muni- 
cipal Council readil}^ approved it, and the printing 
press was at once set to work with admirable effect. 
A serious crisis had been averted — and the reputa- 
tion of the Banca Popolare was made. Within a 
year the number of its members rose from 400 to 
1,153 ; its capital grew to 217,000 lire, its reserve 
to 7,902 Uver^ 

When credit was establislied, tlie bulk of the 
banks business consisted in granting loans to 
members against acceptances, in cash-credit trans- 
actions with members as well as the public, in 
discounting bills of exchange, labour bills, warrants 
of payment, bills for goods, treasury bills and 
municiioal bonds. It was also found necessary after 
a time to open savings bank department in this 
institution for the convenience of iis members. As 
the public in Italy began to realise the benefits 
of the Banca at Milan, they wanted similar institu- 
tions in other towns. By 1870, nearly 50 such 
banks with a capital of about -17 million lire w^ere 


J Vide Banks " by WoiiV, 1910, pp. 290-297. 
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Gstablislied in vniioiis parts of the country. A part 
of the business of these banks is to accept valuable 
articles and securities from members for safe-custody. 
Mortgages of real property are also accepted by 
some of these banks only when it becomes necessary 
to prevent such property, belonging to a member, 
from passing into the hands of an usurer. 

Tlio main reason why Luzzatti did not adopt 
the principle of unlimited liability was that the 
Italian law at the time did not recognise socie- 
ties with such liability which was probably un- 
known in the country. But even if the law had 
allowed such a principle, it is doubtful if his 
followers at Milan would have adopted it, for it is 
well-known that the citizens of a town cannot 
know and trust one another so well as the people 
of a village.^ Did the law not come in his way, 
Luzzatti might have been able to introduce such 
liability among agricultural people in Italy. Two 
Italian writers, Ettore Levi and Giustino Fortunate, 
however, assure us that their countrymen would 
not have joined an institution involving such a 
risk.- They had recently been exploited by usurers 
and probably had little trust in those who offered 
to lenfl them money. This might have been one 
of tlie causes operating against the possibility of 
introducing the heavier risk. Anyway, we find that 
there were some difficulties in the way of Luzzatti 

^ We shall set" in Oliaptei.* VIIT Iho reason why this condition 
arises. 

Vide Banks” by Wolff, 1S90, p. 199. 


Why Lnzz- 
atti adopted 
limited liala- 
lity. 


TJio work- 
ing of his 
banks. 


Option of 
iuva. 


Urban situ- 
ation and 
limited liabi- 
lity. 


Short loans. ' 


54 THEORY OP CO-OPERATIVE CREDIT 

adopting unlimited liability, and that, although he 
might have known that in this joint responsibility 
lay the essence of co-opcration, he had no choice in 
the niattor, and so he adopted the principle of limited 
liability but accepted onty honest and reliable men 
as members. 

We sliall now see how these banks have woi^ked 
in recent years. Unlike the societies of Eaifteisen 
which have a limited sphere for membership, these 
banks determine their own district according to 
the area each is of opinion it can operate. But 
in all cases, the area is thoroughly represented 
in the administration. To be eligible for a loan 
a member has to furnish material guarantees for 
its repayment. Ho must pay up any debt which 
he might have incurred outside and pay into 
the bank at least half the amount of his share. 
These banks are . established only in towns and are 
based on the limited liability principle. The result 
is that merely by election into a bank, because they 
have the reputation of honesty and reliability, mem- 
bers cannot know one another so well nor exercise 
such check over one another’s behaviour as in the 
rural societies of Raifteisen. Consequently, before 
issuing their loans, these banks adopt the afore- 
said precautions and are also guided bj- the caste- 
letto which is revised eveiy three months. Herein 
lies a difference between the methods of seciirit}^ in 
the Raiff^eisen and the Luzzatti systems. The term 
of a loan is three months, but som^itimes a renewal 
for another three months is granted, As the 
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members of these banks are nsiiaily of the shop- 
keeper and artisan classes^ this period is sufficient 
for them to obtain full service of the loan. The 
banks prefer an extensive business in short loans— 
where the capital keeps mobile, that is, moving 
and available — to a limited business in long loans 
where the capital is locked up. TIicsc short loans, 
being in the form of acceptances, as we have already 
seen, are passed on to other banks and easily dis- 
counted by them. Luzzatti's banks prefer these 
short loanSj because money lent on personal security 
is safe when the circumstances involving its repay- 
ment arc short, and because, for this reason, they 
are easily convertible into money at the discount- 
ing banks. This deskful of negotiable bills has been 
called by Signor Ettorc Levi Hhe well-mobilised 
portfolio' of People's Banks, Interest on loans is 
kept low, although it is generally higher than the 
rate prevalent in Kaifieisen societies. In these 
banks, a portion of the profits is utilised to increase 
the reserve fund, a portion to decrease the rate of 
interest on loans taken by members, and a portion 
is distributed to the members as dividends. But 
dividend-hunting is not encouraged. 

A very social and non-individualistic feature of 
those banks is that they issue a Moan of honour' 
to people who are very poor, but have the reputa- 
tion of being honest and industrious. Such peoj)le 
need not be monbers of the bank, but by the 
benefits of this fean are often able to buy shares 
and join as members after a time. This seems an 
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oxcelleni method of preparing the ground for the 
extension of co-operation. The amount of this loan 
is small — within 100 lin :. — and it usually does not 
hear any interest. 

Goiierallys these banks cany over 20 to 25 per 
\cent. of Lhoir yearly profits to a reserve fund which 
is set aside for the purpose of covering unforeseen 
losses or of meeting contingent expenses; but on 
no account is this reserve allo-wed to be absorbed 
in the w’orking capital of the bank. In the case 
of some banks, the amount of this reserve has been 
allow'Gcl to go beyond the amount of the share capital, 
which shows to what extent attention is sometimes 
paid in this system to the building up of reserves. 

It may perhaps be urged that People’s Banks 
are not entirely cooperative in their principles, 
the liability of their members being limited: but, 
in as much as they embody the principle of self- 
sacrifice by gratuitous service and allow c.redit to 
the poorest people without interest by the ' loan 
of honour,’ they serve most of the functions of 
co-operative societies. Further, they do not exploit 
the public for the benefit of their share-holders 
as Joint-stock banks arc inclined to do, their rates 
of discount and dividend being kept low. They 
are, therefore, regarded as co-operative institutions 
and placed in the same class of credit as that evol- 
ved by the societies of Eaiffeisen. 

We have already seen that befere the year 1870, 
the number of Peoples Banks established in Italy 
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rose to nearly 50 with an aggregate capital of about 
17 million lire. In 1882 their number increased to 
206 and their capital to nearly 58 million lire. In 
189S the number of banks stood at 730, and the 
capital of 697 of them stood at 118 million lire 
or £4,700,000. In 1893, the banks obtained by 
bonds and deposits 357 million lire (£14 millions), 
and lent out on acceptances, bonds and other securi- 
ties 992 million lire (£39 millions). In the same 
year, 602 of those banks issued their membership 
rolls which amounted to 405,341, the average 
number of membcTs per bank being 612.’- Since 
the last tAventy years or so, Luzzatti has been 
occupied chiefly with the financial government of 
— becoming Chancellor of the Italian Ex- 
chequer in 1906 — but he lias some able folloAvers 
to propagate his system of co-oporativo credit. 

^ See ill the Ax)pendix; the x^resent position of those banks 
in Italy. 
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When Raiffoi.'ic-j] .societies were being established 
all over Germany, they obtainc-d their loans from 
public banks in the country. Katunilly they also 
deposited their funds with tlucso banks — the joint- 
stock banks of the districts — whicli charged a high 
interest on loans and paid a low interest on dejDO- 
sits. These public concerns, after the manner of 
joint-stock companies, merely sought to swell their 
dividends unmindful of the support and care which 
the young societies needed. Consequently, during 
this period these societies had little hope of being 
able to reach the goal at which they aimed. ^ Their 
ultimate object was to become strong eiurngh to help 
their members, without having to depend iiiuch on 
the aid of self-seeking concerns. Raiffeisen there- 
upon devised a further plan ch' unity for the societies 
themselves, so that they acquire greater 

strength and better credit. The viliago societies 
of a province were formed into a provincial union, 
and the provincial unions into a general union 
at Niewied-on-the-Rliine, which may be regarded 
as the apex of the Raiffeisen system in Germany.^ 
This organisation was formed during the years 187&' 


^ A provincial imioni does not iiecess^arily correspond to a 
province in Germany. It covens an area^if about or 4 districts 
in India. 8ome of these unions seem to be suli-divided into 
sub^union sections. 


UNIONS OF THE FOUNDERS 59 

and ?i87’7. Although a co-operative society is a 
credit institution — that is, ‘a manufactory of credit 
and a machine of exchange' as much as a joint- 
stock bank — and, therefore, must be connected with 
the financial market, it is too small and week as 
compared to a public bank to have direct connec- 
tions with it. Moreover, this organisation was 
formed not merely to increase the borrowing pow- 
ers of the societies — since a society by itself was 
not able to obtain the extensive credit that a union 
of societies could — but also to keep them strictly 
within Eaiffoiscn principles, in case any of them 
should be led awaiy by joint-stock influence. The 
federation fulfilled the latter purpose very effectively 
by employing a staff of travelling inspectors to 
audit the accounts and inspect the affairs of each 
society. Thus, the credit and control of societies 
were the main objects of this federation. 

There can be little doubt that the credit facili- / 
ties of this federation were great. Each union had 
all the savings of the societies on the one hand 
and their loan requisitions on the other. It was 
fii'st able to utilise a good portion of these savings 
for the purpose of giving loans and then able to 
borrow merely the balance required for loans from 
the general union. The general union in turn 
obtained extensive credit on low interest from the 
Prussian State Bank at Berlin. In this manner 
all the unions except the one at Niewied, were 
able to dispense wdth the help of public banks. 
The general union then organised a central bank, 
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also at Niovviod, to which it traiisferrcd entirely 
its function of, credit, reserving to itself its function 
of control. By this separation, the Raiffeisen federa- 
tion developed both its functions. Finally, the 
central bank for the greater convenience of its con- 
stituents has established several branch banks in 
convenient centres.^ 

The Central Bank situated at Niewied is formed 
on the basis of limited liability, and almost ail 
its shares are taken up by Raitieisen societies in 
Germany.^ The fe\Y shares not taken up by them 
are held hy the public, but the work of tlie bank 
is strictly confined to r.lio business of the societies. 
Tlie unions in the provinces serve as convenient 
channels for passing through all business between 
the societies and the banks. In 1904 tlie share- 
capital of the Central Bank stood at 10,000,000 
marks, being made up of 10,000 shares of 1,000 
marks each share. Of this capital, 8,351 shares 
w'ere taken up hy 3,754 societies and all but 50,000 
marks of their value had been paid up in the same 
year. The Prussian State Bank lends money to 
the Central Bank at an interest of only 2 per cent.; 
the Central Bank lends to the societies at 3| per 
cent, and allows on deposits 3| per cent, interest. 


^ There appears to be iit present in the Raiffeisen jSystoin in 
Oormany, from incomplete reports now available, nearl\' 40 
unions — 1 general, 13 provincial and about 20 sub-unions — also 
about 13 central banks. For further information see the section 
‘ Tlie Raiffeisen vSystem ' in the Appendix. 

- Unlimited liability could not be adopted as a basis by this 
Bank as the societies c(.>uld not know on(!f*another in the way tiiat 
the members of a society are able to do. 
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The dividend pa^^n-ble on capital cannot exceed 

per cent, and the balance of profits is carried 
over to a reserve fund. In 1908 the turnover of 
the Central Bank vdth its bi-anches aniounted to 
758,190,505 marks (.-£37,909,500), and instead of 
being indebted to the Prussian State Bank, it had 
a deposit of 3,088,000 marks (£154,400) with the 
State -Bank. 

Schulze realised in the early years of his laboiu’s 
that to accpiire the full strength of co-operation, 
it must not only be exercised by the nioinbers of 
his societies but also by the societies themselves. 
So his system formed an union and several sub- 
unions in Germany. But this federation seemed 
to originate with the object of acquiring strength 
to stand against the attacks of tlic opponents of 
the system rather than to increase its credit facili- 
ties. The latter object could not have appeared 
very essential to the system, as its societies had 
sufficient funds to get credit Avithout difficulty from 
public banks in the coiintiy. There seems to have 
been this difference betAveen the motives of federa- 
tion in the societies of Schulze and of Raiffeisen. 
The motives of the Schulze union may best be des- 
cribed in the Avords of Dr. Hans Criiger — for some- 
time its chief secretary — AAdio referred to this sub- 
ject in the 1st International Co-operatiA^e Congress. 
“The aims of tliis union,” he explains, '"are as ^ 
folloAVS : — (a) the furtherance of co-operation in . 
general ; (b) the development of the constitution and 
the institution of allied societies; (e) the protection 
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of common interests by united eiforts and resources ; 
(cZ) the formation of mutual business relations bet- 
ween societies. The union is a means for the inter- 
change of the experience gained, for counsel and 
lielp in any case of attack or difficulty which may 
embarrass individual societies, for the powerful union 
of their strength, for the prosecution and main- 
tenance of common interests, for defence and unity 
in the face of threatening situations and dangers, 
for the formation finally of business relations among 
its members. The union dcfimds the interests of 
associations publicly, by word and in waiting, to an 
extent which makes even associations not affiliated 
to benefit by its action. ^ ^ One arrangement 
deserves special mention, an arrangement which 
the credit associations have made with the help of 
the German Companies (Bank of Sooi'gel, Parrisius 
& Co.), TUi, the Giro Federation, the members of 
which cash acceptances falling due to one another 
wi thoiit commission.” ^ 

Although the societies of Schulze had in view 
these objects in coming into a federation, they real- 
ised only in course of time that it brought along 
with it greater ad van tixges than the}" at first ex- 
pected. There was the advantage of ascertaining 
the collective methods and purposes of the system 
by meeting in common council, which was a great 
advance in co-operation. Then the federation en- 
abled the societies after their interchange of views to 

^ See Appendix and Report of tiie Ist International Co-opera- 
tive Congress held in London in 1S95. 
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come witliin tlie general control. This purpose v/as 
largely fulfilled by having inspectors to audit the 
accounts and inspect the affairs of each society as 
in the Raiffeisen Union. Accordingly, the Schulze 
Union was divided into sub-unions — called sections 
— which now to be about 33 in iiumbei*. 

Another benefii d'.iri ■.■.-(i by this federation was 
that it gave the sign of affiliation to a well- 
organised systeni to each society. This increased 
the confidence of the public in these societies. 
Finally, the federation suggested a collective method 
of considerable economic value. Almost all the 
societies were transacting business in acceptances 
which were being cashed by public banks on com- 
mission. It gradually occurred to these societies to 
have their own ‘clearing house’ service. Since then, 
the societies get their accepted bills set off against 
one another’s claims — with regard to such bills — and 
the balance only, if any, paid to them in cash. 
This balancing of claims with regard to acceptances 
is done by the Giroverhand within the federation 
■without any commits ton, which is a clear saving Lo 
the societies. This service is certainly common in 
oi’dinary banking, but not without commission.^ 

AVe now find what great benefits have been 
derived by a knowledge of the collective methods 
and purposes of the systems of the two founders. 
But why is the study of the collective interests of 

^ Read Macicod’s ‘“Theory and Practice of Banking and 
Whitens “Money and Banking ” for descriptions of the ordinary 
‘ clearing house ’ system. 
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men tjpeciaily useful to the economist? It is because 
social evolution obviously indicates that in human 
society a larger or a stronger interest is always 
naturally selected for survival in preference to a 
smaller or a weaker one.^ Consequently, collective 
- interests have greater survival-value than individual 
interests. It must now be explained tluit by collec- 
tive interests is meant only such interests as liave 
an identity of purpose as well as an uniformity of 
method, because the vitality or survival-value of 
collective interests is acquired merely by the avoid- 
ance of opposing methods, that is, by the economy 
of struggle. Herein we got the particular process 
by which such interests — which are to be found 
only in co-operation — become more permanent than 
those of individualism in social evolution, and, what 
else can be the basis of this evolution if it is not our 
economic life ? 


The weak- 
ness of the 
Lnzzatti sys- 
tem without 
federation. 


In the Bj''stem of Luzzatd, there is really no fed- 
eration. When a bank develops, it throw-s out bran- 
ches and these in turn take root and live an inde- 
pendent life. '' Decontraiisation along with general 


^ Speaking of man\s social progress, Dr. Benjamin Kidd 
says : ‘"His first organi.sed societies must ha\X‘ been developed 
like any other advantage under the sternest conditions of 
natural selection. In the flux and change of life the members 
of those groups of men, which in favourable conditions first 
showed any tendency to social organisation, became possessed 
of a great advantage over their fellows, and these societies 
grew up simply because they possessed elements of strength 
Avhich led to the disappearance before them of t)ther groups 
of men with which the3’ came int<j competition. Such societies 
continued to ilourish until the.y in thefr turn had to give way 
before other associations of men of higher social efficiency V' 
Vide Kidd’s “ tSocial Evolution,” ISIH, p. 42. 
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alliance '’’is the motto which Liizzatti himself once 
impressed on his banks, but observing the looseness 
and iiTegiilarifcy that this principle has led to, there 
is nobody who regrets the lack of a federation in his 
system more than Luzzatti himself. He has often 
urged on his banks at least the necessity of inspec- 
tion, but they will not have it. They believe that 
they have succeeded by self-help, and so •will not 
have any general control. But they little know 
to what small extent they have succeeded by self- 
help and to what large extent by co-operation with 
others. The self may be regarded as the motive force 
in the machinery of co-operation, but it is by no 
means the entire machinery. You might as well say 
that labour is a factor in wealth-production without 
employment and payment. Referring to this system, 
Mr. H. W. Wolff says that ‘‘there is a ‘federation.’ 
But that is only a body of subscribers who raise 
funds among themselves to publish a journal — which 
the subscriptions do not always quite pay for — and 
organise occasional congresses.”^ 

^ Vldt Wolff’s People’s Bcinks," 1910, p. 270. 
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When the benefits of these credit systems began 
to be realised, they spread from one lociiiity to 
another and so took root in different parts of Europe. 
At the same time it was felt that the method of 


working a syvstem in one country and under parti- 
cular conditions did not exactly suit the varying 
conditions in another. So the followers of the 
founders of co-operative credit gradually introduced 
modified, adapted and even combined forms in 
various European countries. 'J'his credit has now 
extended oven beyond Europe by force of necessity 
and the process of imitation, but its introduction 
beyond that continent is still rather limited, except 
in India where it seems to have attained an import* 
ant position. 

Adapt a- About the year 1888, Count Karolvi foiuicled 
tfeisen and societies in Hungary on the Raifibisen model but 
Hungary and ; with limited liability, as the land-owners there 
Austria. would not accept the heavier responsibility Later 
on, they were inclined for unlimited liability and 
most of his recent societies are formed on this basis. 
The Central Bank in Hungary which feeds his 
societies is supported by the State. In Austria, 
associations mostly of the Schulze type have been 
established, with this main difference from their 
model that the body of members take less interest 
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in the aflhirs of their society which is left almost 
entirely in the hands of a larger conncil of control. 

Dr. Carl Wrabetz, President of the Union of Co- 
operative Associations in Austria, referred , to these 
societies in the 1st International Co-operative Con- 
gress. “ According to the report of the Imperial and 
Royal Statistical Central Commission in Vienna;*' he 
said, “there were at the end of the year 1893, 2825 
societies of which as manj^ as 2118 were credit asso- 
ciations. ^ ^ Vlore than three-quarters of these 
banks are of the Schiilze-Delitsch S 3 :^stem, the rest 
(scarcely 300 in number) of the Eaifieisen system. 

*^rhe banks of the latter system are mostly very 
small and their business is limited. A general 
account of their business returns only exists with 
regard to some provinces. In Lower Austria in 1891, 
the number of members of the Raiffeisen Banks 
amounted to a sixth of the whole number of mem- 
bers of credit associations ; the loans of such banks 
represented one thirty-second part of the whole 
sum lent. In most Austrian provinces^ the Raiff- 
eisen banks were helped and befriended and even 
assisted with subventions from the provincial ex- 
chequers and especially favoured with regard to 
dues and taxes, while the Schulze-Delitsch banks 
do not enjoy an equal share of favour,"^ 

In Germany itself, Kreisratli Haas, at one time The asso- 
a lieutenant of Raiffeisen, being of opinion that 
his master s system had become too rigid and that 

^ Appendix and Report of the 1st International Co-opera- ^ 

tive Congress, London, 1895. 


.68 


THEORY OF CO-OPERATIYE CREDIT 


the opportunity of widening its sphere of useful- 
ness was lost by too close an adherence to points 
which were not essentia^ formed associations of 
his own. Haas and his fellow-ivorkor, Dr. Langs- 
dorff, dissented from the Raiffeisen union merely 
on the ground that it had become too strong and 
ceritralised—not that it was wanting in any of the 
true principles of co-operation. His associations, 
which commenced to be formed about the year 
1880, are based largely on Raiffeisen principles 
and are now quite consideriiblc in number. A few 
of them are formed on the basis of limited liability 
and occasionally societies are found which pay divi- 
dends as high as 10 per cent. Generally speaking, 
however, Haas has departed from Raiffeisen prin- 
ciples in two noticeable w’ays — by having shares 
the average value of which is about 18 marks per 
share and by allowing stock -brokerage and cash-credit 
transactions in his societies. His members come 
mostly from the agricultural classes, and a good 
many of them are landlords who evidently find the 
latitude given to them in these associations more 
suited to their views than the rigidity of the Rai- 
ffeisen system. These societies of Haas have form- 
ed themselves into an union in wdiich there is more 
power in the application of principles to special con- 
ditions than in the union of Raiffeisen. 

The Rai- Ih Italy, Luzzatti was the first to recognise that 
Italy* system of credit suited a particular class of 
workers. ‘'We have delivered,” he said, "the ^mali 
trader and the middle classes from crushing usury, 
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we have assisted commerce, and, we have helped 
to cultivate the fruitful tree of thrift on ground 
which previously appeared absolutely baiTen/' His 
system was confined to people living wdthin urban 
limits. They helped and suited the artisans, shop- 
keepers, and craftsmen of towns who could turn 
over their capital in a wshort space of time, but 
scarcely touched the classes living in the country. 
So, he publicly expressed a desire that some apostle 
might think of raising banks in Ital}? after the 
model of Eaifteisen : and, in answer to this appeal 
Dr. Leone Wollemborg came forward. This orga- 
niser started his first Cassa Eiirale or Village- 
Bank at Loreggio near Padua in 1883, personally 
subscribing £80 towards its funds. His system of 
credit, which is an adaptation of Raiffeisen to 
Italian conditions, has since developed to such an 
extent that nearly 2000 village-banks have sprung 
from it in Italj^ at the present time. His members 
consist of the poorest agricultural people. So long 
as a man is honest, reliable and thrifty — he may 
be ever so poor — he is welcomed into the Cassa. 
There are practically no shares and the liability 
of members is unlimited. This latter fact shows 
that even in Italy, whei*e the people were very 
harshly treated by usurers and were naturally in- 
clined to distrust those who offered to lend them 
money, unlimited liability was possible among rural 
people. Compared to the Raiffeisen banks in 
Germany, the cassa rurali are smaller in point of 
membership, but the members meet oftener. Some- 
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tiiHGS the genera,! body asscanbles as often as four 
times in the year, a-nd it liiuits the lending powers 
of the committee of management more than it is 
done in Germany. As there are no shares, properly 
speaking, it goes without saying that there are no 
dividends, and all profits are carried over to a reserve 
fund. Although loans are granted by the casse on 
the same easy terms as in Raiffeisen societies, that 
is, they are payable by instalments during a long 
period, the casse enforce every three months the 
renewal of loans, a practice adopted merely to make 
sure that the loans are being properly utilised. In 
otlier respects, especially in the matter of organi- 
sation, these societies follow strictly the lines of 
Raiffeisen. 

Since the middle of the last century, various 
futile attempts have been made to germinate 
n popular credit in France, and their failures afford 
us no little experience and instruction. The first 
attempt usually spoken of in this connection, 
altliough it was more a scheme of co-operative 
production than of co-operative credit, was the loan 
of three million francs given by the State in 1849 
to serve as working funds for national workshops, 
which was recalled in 1851. Another endeavour 
was made in 1860, when a cho Creklit Agri-^ 

cole was formed by the Emperor himself to grant 
loans on* easy terms and on proper security to 
agriGultiirists. This failed to attract sufficient busi- 
ness. The next important expenhnent was taken 
up in 1880, when the Republic helped the forma- 
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tion of the OoAhsc Centrale vvith a subscribed capital 
of twelve million francs to give loans to co-opera- 
tive associations; wdiicli failed like the last named 
society to find sufficient support. In the meanwhile, 
some attempts in this direction were made by 
BucheZ; the publicist, and Leon Say, the economist, 
W'hicli succeeded for a time owing to philanthropic 
support but fiiiled to continue for want of the 
genuine spirit of co-operation.^ At the same time, 
a number of small credit associations, on better 
co-operative principles, were formed by workmen 
themselves in different places. These associations 
did some useful work among the Avorking classes 
until the Franco-German War, when they were 
mostly broken up. 

All these early attempts served to show that) 
co-operative credit could not be built from above 
but from below — to use the now celebrated phrase 
of Leon Say — and that it must begin with the 
formation of confidence from within and not mere- 
ly with capital from without. And yet we must 
consider if any essential conditions must precede 
these methods. Why is it that \vhcn the State 
was taking all this initiative, the people were so 
scarcely responsive? There must have been some 
deeper cause for their apathy. Was it that the 
people did not know the value of this credit and 
how to set about it, or was it that there were no 


^ Bucher, appears to have been the fouiKier of co-operative 
produotaon as Robert Owen is said to have been the inventor 
of co-operative distribution. 
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such poverty and nsory in France during that 
period as in Italy and Germany ? With regard 
to the two former suppositions, we find that the 
Germans and Italians were worse off at the start 
but to them necessity proved the mother of inven- 
tion, also, that the French people had at least heard 
of the systems of the founders of this credit from 
Buchcz, Leon Say and Vigano. The underlying 
causes for these iailiires then seem to be that the 
French people generally had no great necessity for 
this credit when these efforts were being made, 
and that in these attempts the poorest people were 
probably not considered. Anyway, when the vari- 
ous efforts made by the State and public men had 
failed, the germs of this credit were brought over 
from Italy and Germany, as will presently appear. 
About the year 1875, there seemed to be some need 
for popular credit at Cannes, Francesco Vigano, 
known as the father of Italian co-operation, formed 
a people’s bank in that town on the system of 
Luzzatti. This bank gradually flourished but was 
ultimately converted into a dividend-hunting joint- 
stock concern, probably as the result of co-operation 
in which the spirit of self-sacrifice had ceased to 
exist. It was then left to a later day and to the 
efforts of Monsieur Charles Rayneri to attain the 
first success with this credit that may be regarded 
as permanent in France. 

After the failure of a joint-stock bank in the 
town of Mentone in 1882, suggestions were^made 
by some of its inhabitants to form a bank there 
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on the niocloi of Luzzatti. AccordingljL the Eanque 
Poiyidayire was formed in that town with a capital 
of 150,000 francs subscribed for the most part by 
hotel-keepers, entrepreneurs and tradesmen. This 
bank continues to work to this day and grants 
loans generally on acceptances and the cash-credit 
system. It has a i^eserve fund and a savings 
bank department. Besides changing foreign notes 
and mone}^, a special feature of this bank is that 
it shares its profits with its employees. The 
needs of a certain class of urban people seem to 
be so well met by this institution that it has 
become the model for people s banks in the country, 
and there are at the present day over twenty 
such banks established in various towns, mostly 
in the south of Franco. The scanty reports now 
available on the popular credit movement in that 
country seem to indicate that these banks have been 
formed mainly by the efforts of M. Eayneri, No 
definite opinion, however, can be formed on this 
point. Anyway, it is certain that M. Eayneri is 
the promoter of a scheme which has formed groups 
of village banks round each of these town banks. 
These village banks are now quite considerable in 
number.^ The town banks supply the needs of 
trade and manufiicture, and, by handing over their 
surplus funds to the village banks, also contribute 
towards the wants of agriculture. It seems that 
the plan of this originator is to make the urban 

1 S(^ in the Appendix the article on Co-operativo Credit 
in France, 
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banks serve as the financing and balancing centres 
of the rural banks. AH these urban and rural 
banks have now come into a federation known 
as the Centre FMeratif du Credit Fo])utaire, 

Soon after the introduction of the Italian 
system of popular credit in the South of France, 
the system of Raiffeisen was brought into the 
country by rNion<!our Louis Durand. All the 
societies organised by him, known as the caisses 
rurales are of the pure Raiffeisen type, and it 
is remarkable how well they have suited, without 
any modification, the needs of rural people in 
France. These societies are located in villages 
and are based on the unlimited liability principle, 
having only honest and reliable men as members. 
They have the restriction of area, and, like the 
original societies of Raiffeisen, have no shares nor 
dividends. All office-bearers of the societies render 
their services gratuitously and every society has 
an indivisible reserve. As a rule these societies 
are smaller than those of Raiffeisen in Germany, 
having an average of only about 40 members 
in each, calculated from their returns in 1907. 
M. Durand commenced work about the year 1890, 
and in 1910 there were about SOO of these 
societies in France organised into a federation 
called the Union des Gaisses Rurales which has 
its seat in Lyons. 

A movement to establish agricultural credit in 
France was led by M. Tanviray about the year 1883. 
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According to Iiis scheme a number of agricnltural 
S3uidicates, for the purposes of collective cultivation, 
buying and soiling, have been established, the main 
feature of which is that wealthy people are taken 
into the syndicates with the object of providing 
them with capital and management. These syndi- 
cates have organised a number of independent 
credit societies which seem to depend mostly on 
philanthropic support, to follow^ no particular system 
of ci’edit and to have little co-operation of the 
right sort among them. The wealthy members of 
these syndicates give up all claims to borrow money 
from their societies, which should be, consequently, 
looked upon rather as benevolent institutions than 
as co-operative societies. 

In spite of the past failures of state-aid with 
regard to this credit in France, the Government still 
seemed to think that without the help of state- 
funds co-operative credit could not be developed in 
the countiy, and an opportunity to help the people 
with such funds presented itself in 1897. In that 
year the charter of the Bank of France was to be 
renewed, and, as the price of such charter it was 
settled by the State that the Bank should advance 
forty million francs without any interest to an Agri- 
cultural Credit Fund, this loan to be repaid in 1920 
when the charter would terminate. Besides this 
loan, it was arranged that the Bank should make 
a gift every year to this Fund of a portion of its 
annual profits, which has so far amounted to five 
million francs atleast annually. It was further deci- 
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ded that the Minister of Agriculture should have 
the charge of disposing of all this money. Accord- 
ingly, he has devised special inacliinery for this 
purpose which has brought into existence the Local 
and Regional Banks — institutions meant to follow 
more or less the plan of Raiffeisers.. In this scheme 
of subsidized co-operative credit the Government is 
supposed merely to inspire, instruct and find the 
funds. These duties it seeks to do by elaborate 
legislature on the subject of this credit. 

A Local Bank usually extends its business over 
a larger area than a Raiffeisen society and covers a 
few cowAmtnes or parishes. In this respect it 
follows more the practice of Schulze than of Raif- 
feisen. With regard to liability, it has the option 
according to the law of making its liability either 
limited or unlimited, but, it generally adopts the 
former basis. Although the State desires these banks 
to adopt the heavier responsibility, being naturally 
anxious to have a proper security for its loans wliich 
must ultimately be recovered, these banks do not 
care to assume this responsibility. The reason for it 
is that they have a very small hand in the granting 
of loans which are issued almost entirely in accord- 
ance with the law, A Local Bank begins with seven 
members, each buying a share the value of which 
is fixed as a rule at 20 or 40 francs. Only a fourth 
of the value of each share need be paid, and 
for every 20 francs thus subscribed the Govern- 
ment undertakes to advance SO francs with the 
approval of a Oopimittee of Inquiry. Thus, for 
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every 5 francs paid in, the Government loan usual- 
ly amounts to 80 francs, free of interest for five 
years and renewable after this period, which is 
too liberal a support by the State. In accordance 
with the Act relating to this credit, all loans 
granted by Local Banks must be for strictly agri- 
cultural purposes which seem to imply merelj^ 
the raising of produce from the soil. Permanent 
ii'iiproveinonts on agricultural land, such as irri- 
gation and drainage, are not included in the 
list of these purposes. Then, the periods for 
which loans are given by these banks must be 
determined by the provisions of this Act and not 
with any regard to the special circTimstances in 
each case. These banks have each a consnl, 
council of management, and often a hureau, 
executive committee^ the members in all cases 
rendering their services gratuitously. The conml 
meets once a week. Every bank has a reserve 
fund and the rate of interest on loans to members 
seldom exceeds 4 per cent, loans granted to the 
bank by the State carrying no interest, as ^ve 
have just seen. During 1910 the number of 
Local Banks in France amounted to 3,338 and 
of their members fco 151,621.1 

Regional Banks are somewhat similar to the Reo-ionai 
central banks in the Raiffeisen Union in as much 
as they act as the financing and balancing centres 

^ See Bulletin of Economic and Social Intelligence^ January, 

1912, •[). 7H, issued by the International Institute of Agriculture 

at Rom®. ’ ^ 
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of Local Banks. Each Regional Bank extends its 
husiness over an area tcichnicallj^^ known as a 
region which is more or less co-ex tensive with 
a 'department’ in France. These banks issue 
shares and the liability of their shareholders is 
limited. Some of these banks have tried to im- 
prove their security by increasing the liabilitj?- of 
shareholders to two, three or four times the 
value of their shares. Tlie sliares of these banks 
are held for the most part by Local Banks, but 
individual shareholders are to be found also 
among them. The State advances its funds to 
the Regional Banks which in their turn distri- 
bute them among the Local Banks. In this 
scheme of so-called co-operative credit, the Miiristor 
of Agriculture utilises Regional Banks as 'distri- 
buting channels’ and Local Banks as 'distribu- 
ting rills’ for his aid to agriculture, as well des- 
cribed by Mr. H. W. Wolff. "Under the peculiar 
circumstances prevailing,” he observes, " organisation 
must necessarily proceed from the top to the 
bottom. Credit must be organised like a scheme 
of irrigation, the main conduit feeding the irriga- 
ting channels from the top.”^ Apparently, the 
only organ of administration wdiich a Regional 
Bank possesses is a conseil or committee of 
management, the oflice-bearers in which render 
their services gratuitously. The conseil meets once 
a month. Every bank has a reserve fund. In 1909 
there were 94 of these Regional Banks in France. 


^ Vide Wolffs “People’s Banks,” J910, p. 441, 
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A comparative study of the methods of the 
state with regard to co-operative credit in certain 
countries may now be made. In Germany, the State 
appeared with its assistance when the machinery 
for confidence had been already constructed by the 
people, when organisation, system and control 
were built by them, and, when their credit had 
been established in the financial market. Yet this 
help mainly consisted in the Prussian State Bank 
in Berlin lending money to the central hanks of 
the Raiffeisen and Haas Unions at a slightly lower 
rate of interest than what they were borrowing at 
from the financial market, and, in the Government 
auditing the accounts and inspecting the affairs 
of the credit societies periodically. In short, it 
looked as though the State stepped in to benefit 
itself, to find a safe and lucrative investment for its 
funds rather than to aid the people. 

In France, on the other hand, the State com- 
menced the movement and began to distribute 
money when there was apparently very little desire 
on the part of the people to borrow, when no proper 
moral and material securities were offered by them, 
when no methods by which they could obtain the 
confidence of financiers were visible. In fact, there 
was no mechanism for credit, really speaking, 
because capital which is the object of credit had 
been already found by the State. It was for the 
most part a case of building from the top to the 
bottom over again, possibly because the French 
people were not still in real need of credit. In 
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their soil even the reactionary principle of inven- 
tion becoming the mother of wants, so well pro- 
pounded by their economist Tarde, did not seem 
in those days to apply with regard to this credit, 
possibly for the underlying causes we have already 
observed. Anyway, this scheme of state-aid still 
awaits its test in 1920 when the forty iniliion francs 
will have to be repaid to the Bank of Franctj, to 
say nothing of the advances made out of the Bank s 
annual grant of five million francs. 

The methods of the state with regard to this 
credit in India, as we shall see in a subsequent 
chapter, are again different to those in the two 
aforesaid countries. In this country, the State 
inaugurated the movement, but offered assistance 
in money only to the extent that the people 
were able to form on strictly co-operative prin- 
ciples their own credit. And even this slender aid 
is being withdrawn as their credit is beginning 
to show signs of health and vigour. Just as in 
Italy and Germany, co-operative credit was intro- 
duced among people sunk in poverty and usury, 
so also in India this credit has been sown on soil 
thirsting for want of capital. But the prospects 
of a wide appreciation of this credit are perhaps 
more favourable in India than in Italy or Germany, 
when we come to consider that the Indian people 
have been accustomed for many centuries to the 
joint-village which contained a fairly extensive 
system of co-operation, although in a rudimei;^tary 
stage. 
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Co-operative credit is reported to have been 
introduced in Russia about the year 1865 when 
the first credit society was formed at Dorovatovo.^ 
But its real development has taken place only 
during recent years, for reasons explained by 
Colonel J. Gerebiateff before the 5th International 
Co-operative Congress. These are instructive in 
many respects. ^^The reasons of such tardy devel- 
opment,” he remarks, are in my opinion these : — 
(1) The geographical, social and political conditions 
prevailing in Russia sre unfavourable to a rapid 
extension of co-operative action. The large rural 
populations are scattered over an immensely wide 
area, living in small clusters in little villages 
separated by dist?.iiices of five, ten and more miles 
from other villages, and not numerous enough in 
each place to support a strong co-operative insti- 
tution, In addition to this, the peasantry are for 
the most part poor, and lamentably wanting in 
education and the practice of self-reliance. A 
largo proportion can neither read nor wudte, and 
nearly all look habitually to some one else to 
guide them. (2) The migratory habits of what 
may be called the industrial population render 
useful and sustained co-operative action difficult. 
Our great industrial and commercial establishments, 
carried on with considerable capital, are situated 
in the larger towns only of certain districts. The 


^ See Year-Book of International Co-operation for 1910, 
edited J>y Dr. Hans Muller, and issued by the International 
Co-operative Alliance, London. 
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workmen employed there are to a large extent 
recruited from the peasantry settled in their little 
houses and farms in distant villages, to which they 
repair regularly every spring in order to till 
their land, returning to the fectory towns in the 
autumn to live and work there only during the 
winter. Let alone that these people are thus 
periodically changing their domicile, they are in 
addition for the most part wholly ignorant of 
the principles and the benefits of co-operation 
and therefore unable to practise it. (3) There is thus 
far no central popular educating and propagandist 
body in Russia to extend a knowledge of co-operation 
and make known its advantages. (4) I am afraid I 
must add that even among such Russians as do 
practise co-operation, the true principles of that 
movement are very little understood and apprecia- 
ted. They have become accustomed to acting 
together, but it is as a rule with a vie^v to the 
attainment only of immediate small advantages, in 
a hand-to-mouth %vay, without any idea of creating 
something which may endure and develop and per- 
manently improve the condition of the poorer 
classes,”^ 

In spite of the difficulties -which once existed 
in the way of the growth of this credit, it appears 
that poverty and necessity in the people have 
gradually supervened and overcome many obstacles. 

^ See Report of the 5th International Co-operative Congress 
held in 1902, and issued by the International Cn.o^)erative 
Alliance, London. 
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Owing to these compelling forces, whicli some- 
times tend to intensify ivith time, the efforts made 
by the State and public-spirited men to introduce 
this credit have found a ready response from the 
people. Consequently, there has in recent years 
been a remarkable extension of this credit in 
Russia. Of course, to what degree this develop- 
ment will prove sound or siqie^-ficial will depend not 
merely upon the wants of the people, but also 
upon the methods and principles that they are 
able to adopt. Reports of this credit, which are 
so far very scant}^ and not very reliable, go to show 
that a large number of societies have been formed 
on a selection of Schulze and Luzzatti principles, 
while there are many which seem to be cxperiirient- 
irig with a combination of tlie principles of Schulze 
and Raiffeisen. It is stated that Russian societies 
as a rule have wide fields of activity wdiicli include 
two to three thousand households to each society, 
that they have salaried officers and grant short-term 
loans, as in the societies of Schulze. They are also 
said to be based on limited liability which is 
the basis of ultimate risk adopted by Luzzatti. It 
is reported that in 1913 there were in Russia 8,340 
co-operative credit societies, 8,158 co-operative 
loan and savings banks, 158 zemstvo peoples credit 
banks and 5,021 loan and savings banks of tlie 
rural communes. There were also 12 unions of 
the aforesaid institutions.^ On May 8th 1913, the 

^ See VkHnlk Mdlua'O Kredita, No, 19 of May i6th, 1913, 
St. Petersburg. 
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Russian Government placed at the disposal of these 
institutions the sum of 187/269,100 roubles, of 
which amount 150,007,200 roubles represented short- 
term loans and 37,621,900 roubles long-term loans. 
Of the short-term loans 23,281,000 roubles were 
given for loans secured on pledge.^ 

Co-operative credit has now spread over Belgium, 
Switzerland, Bohemia and Servia. The total amount 
lent by co-operative credit societies in the continent 
of Europe during the year 1900 has been estimated 
at about 190 million pounds sterling, an amount 
almost equivalent to two-thirds of the public debt 
of India. This form of credit is also being intro- 
duced in Ireland, Transylvania in Hungary, Japan, 
and China. Although building and loan associations 
have existed in Pennsylvania, Ohio and Illinois for 
many years, this credit is only now beginning to find 
its way in the United States of America. Among 
the progressive countries of the world it is only 
in Great Britain, the home of co-operative distribu- 
tion and of trades unionism, that co-operative credit 
has not yet been tried to any noticeable extent. 

Discussing the sources of rural credit and the 
extent of rural indebtedness in the United States of 
America, Mr. Geo. K. Holmes, Chief of the Division 
of Production and Distribution in the Bureau of 
Statistics at Washington, makes the following obser- 
vations: — “As a result of the computations that 
have been made, it seems probable that the amount 

^ See Bulletin of JEconomic and Social Intelligence, SeplK^mber, 
1913, issued by the International Institute of Agriculture, Rome, 
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of the agricultural debts of the farmers of the United 
States is as great as SSjOOOjOOO^OOO. The debt of 
agricultural labourers is not included. ^ ^ It ig 

not yet regarded as impossible that farmers in some 
parts of the United States sviil adapt themselves to 
the maintenance of co-operative credit societies. 
The reports to the Secretary of Agriculture in the 
autumn of 1912 from country hankers, merchants 
and other rural correspondents indicated that a 
co-operative rural credit movement may be made 
practical and successful. ^ ^ ^ Of the correspon- 
dents, 32 per cent reported that there were no 
farmers who would be willing to form such an asso- 
ciation, but the remainder of the correspondents 
reported that about 40 per cent of the farmers stood 
ready to organise such co-operative associations. 
^ ^ ^ A large fraction of these farmers now got 
all of the credit that they will take, but many do not, 
and a supply of additional credit to these farmers 
would return profit to them, would increase the 
national production of wealth and would be conducive 
to the public welfare.” 

^ See Bulletins of Economic and Social Intelligence, April and 
May, 1913, issued by the International Institute of Agrieultiire, 
Rome. 
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cos Co-operation in some form or other has been 

'^ila.ve found useful to industrial society in almost every 
. country. Indian village eommunities have v/itnessed 
an excellent form of co-operation not dissimilar 
to some of the early institutions of the West. 
Although tlie opinions of well-known writers like 
Sir H. Sumner ]\Iaine and Badcn-Powell vary vSonie- 
what as to the nature and extent of joint-villages 
. in India, the latter is of opinion that they have 
existed for many centuries in this country north of 
the Vindhya Hill series, that is, in the Punj.ab, 
the Frontier Province, the United Provinces of 
Agra and Oiidh, and probably also in former times 
in Bihai\ In defining their area by these territorial 
limits, Baden-Powell, whose facts and findings on 
this subject carry much weight, proceeds to remark 
tliat “ a few villages of the same kind are found in 
Upper Western India (Gujarat) and there are wide- 
spread traces of formerly existing shared (or land- 
lord) village estates in the Dakhan and in certain 
parts of South India.”" These villages have a 
method of joint-ownership in land which for pur- 
poses of legislation is described by the State as the 
mmindari system^ There is another type of land- 
ownership in villages which for the same purposes 
is specified by the Government a.s the ryotwari 

^ “The Indian Village Community,” by Eaden-PoM^ell, 
pp. 7,8. 
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system. In this type the village is owned by people 
having separate proprietory rights in distinet plots 
of land, and so, it is not joint.^ Although nearly 
all villages in this country at the present day are 
of this latter type, they do not contain the system 
of co-operation we are now concerned with. 

A joint-village has no visible feature by which it 
may be recognized. It is only by its ownership and 
government that such a village may be known. 
Even the meetings of its council cannot be regarded 
as a distinctive feature, as councils meet also in the 
ryohvari village. The joint- village, however, poss- 
esses certain customs connected with its constitu- 
tion which are somewhat prominent and discernable 
without difficulty. In Northern India, tlio estate 
belonging to a joint- village is known as the shamil- 
ath (a word derived from the Arabic shamil which 
means 'joint’ or 'together’) and, this wmrd is often 
used by the people when referring to tlie village 


^ Refer to the following official definitions : — “Where the 
revenue is imposed on an individual or oorainiinity owning an 
estate, and occnpyiiig a position identical with, or analogous 
to, that of a landlord, the assessment is hnr>wn as zammda.ri \ 
and where the revenue is imposed <jii individuals wlio are the 
actual occupants, or are accepted as representing the actual 
occupants of holdings, the assessment is known as ryotinirL 
The former of these systems prevails throughout Northern 
and Central India, that is to say, in Bengal, the United 
Provinces, the 'Punjab, and the Central Provinces ; and the 
latter in Boml)ay, Madras, Assam and Burma.*’ — Extract from 
T]ie Indian Empire (Introduction to The Impe-idal Gazdteer of 
India) Vol. lA", p. ‘207, While these arc the two main .systems 
by whicli land is owned in India, there arc certain systems 
of land-tenure by whieli it is hold from owners by occupancy- 
tenants, tenants-at-will, etc. The bJiaiachara and 
.systems form merely tlie ba.ses upon wliieh share.s are divided, 
in tlie^joint-e.state belonging either to the joint- village or by 
joint-succession to portions of the ryolwari A'illage. 
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itself. The shaonilath generally consists of all land 
in the village together with dwellings, v/elis, temple 
or mosque. In the case of cultivating tribes — such 
as the Jats of the Punjab — cattle and agricultural 
implements also seem to be included in the estate. 
The owners of joint- villages in the Punjab usually 
cultivate on their own lands, and so, they are known 
as peasant-proprietors. In the United Provinces the 
practice is somewhat different, as the owners 
generally keep only small portions of their lands — 
known as sir lands or homo-forms — to themselves, 
and give out the remaining portions to tenants. 
During the last three or four generations, the ideals 
of individualism have so divided the joint-village 
that it has changed generally into the type known 
as the ryoiiuari village. It is only in North- 
Western India that some of these villages still 
survive. Owing to joint-succession, the co-sharers 
of surviving joint-villages have naturally grown 
in number by the multiplication of families, but 
occasionally a joint-village is found the inhabitants 
of which have increased beyond all proportion to 
the sub-division of shares — numbering between 
1000 to 2000 inhabitants. This is apparently due 
to the village having ceased to be an agricultural 
estate by being absorbed into an urban area, where 
the co-sharers have found it more profitable to rent 
out their lands for dwelling and building purposes. 
Thus, the co-sharers of joint-villages do not invari- 
ably cultivate or occupy their own lands at the 
present day. * 
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Speaking of the origin of joint-villages in India, 
Baden-Powell is of opinion that ‘‘the joint-owner- 
ship depends solely on the existence of the joint- 
family, that is, on the law or custom of the 
joint-inheritance of a number of co-lieirs in succes- 
sion to an original founder or acquirer/* A few 
extracts from his clear description of joint-villages 
may here be given. “The ped^ari — udiose native 
title we inadequately attempt to translate as 
‘accountant* or ‘village registrar’ — is, of course, 
to be found. Eeceipts have to he given, village 
accounts kept, and statistics prepared, as much 
in joint-^'iliages as elsewhere. But, as Sir H. S. 
Maine has pointed out, there is no real ‘ headman.* 
The management of the affairs of the joint body 
is properly by a committee of heads of liouscs or 
pancliayat But some one must represent them at 
the collector’s office and be their spokesman, and 
also be responsible for the duties which the State 
may require of the village owners. Hence, at any 
rate in modern times, a headman, whoso hybrid 
title lamhardar (holder of a ‘number* in the 
collector’s list of land-holders) indicates his recent 
origin, is appointed ; and his office is allowed 
to be in some degree elective, while it also tends 
to become hereditary if the next heir is qualified. 
As most villages are divided into certain main 
sections or patti, there will be a lamhardar for 
each section. In the Punjab, where the patti 
are often numerous, it has been found necessary 
to have a further single representative of the 
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several section-licadmcri ; such a person is called 
the ala~lamhardar or chief-headman. ^ ^ ^ The 
panchayat at the present day has indeed lost much 
of its ancient power; partly owing to the parti- 
tion of lands, partly owing to the facility of 
reference to the district lav/ courts. ^ ^ ^ Perhaps 
the most frequently surviving occasion of the 
pancliayat’s action is in connection with the 
adjustment of accounts which, in some villages, 
still takes place annually or after each harvest. 
Then the proportion in which the revenue-dues 
are to fall on the different holdings may need to 
be adjusted, and, in any case the headmen (lamhar- 
dars) have to recover their expenditure under 
the head of media, i.e., common expenses of the 
village, such as entertaining strangers, repairing 
the patwari's office, expenditure on the village 
mosque or temple, charities, religions offerings anti 
the like. The co-sharers object to some items 
as not properly common expenditure.”^ 

Upon a closer inquiry into these and certain 
other customs which are found in Indian joint- 
villages, it will appear that they contain co- 
operative principles not very dissimilar to those 
which Raiffeisen and Sciudze-Delitsch sought to 
bring about. The co-sharers of a joint-village do 
not give out their lands to tenants nor take 
rents and profits from them separately. Neither 
do they engage with the State for the payment 

* Vide “ The Indian Village Community ’’ by BademPowell, 
pp. 23-25. ‘ 
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of land-revoiiiic and pa}/ in the amount individually 
— each co-sharer his particular portion. All these 
transactions are settled at the panchayat and 
effect is given to them by the pahvari or the 
lamhardav on behalf of the corporate body. This 
has always been the custoin, as the co-sharers are 
fully conscious of the joint I'esponsibility which 
rests with them in connection with their pro- 
perty. Their liability is, consequently, joint and 
several in the economic sense, a basis upon which^ 
as we have already seen, the Prusvsiaii Land Banks 
were also formed, and which is the foundation of co- 
operative credit. In its decaying stage which we 
must fix to modern times, the joint-village does 
possess for its co-sharers the option of a release 
from this unlimited liability; there is the means 
of escape from* it by “partition,' but to what 
extent the co-sharers are resorting to this course, 
it would be difficult to say. It is, however, certain 
that they very seldom sell a share to an outsider 
without the consent of the other co-sharers, as all 
of them have to make sure that the stranger is 
honest and reliable. In such sales even, attempts 
are almost invariably made by one or more of the 
other co-sharers to buy in the share, and so keep 
it within the brotherhood. This is know\n as the 
exercise of the legal right of “pre-emption.' Like- 
wise in the proper co-opeiutive system, it may bo 
stated here, that shares are not re-saleable except 
to the society, as no stranger can possibly be 
allowed to come in. The joint- village, therefore, 
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in this respect also is worked on the soundest 
co-operative principle. 

In this village the Raiffeisen principles of 
restricted area and meinhershij) are contained 
naturally, owing to its sphere and number of 
residents being limited. The principle of gratui- 
tous service is also to be found in this village. Any 
co-sharer who attends to its affairs does so without 
any remuneration, the patwari alone being paid as 
liis work is heavy. Sometimes, the lambardar 
is also given a small compensation. Even these 
payments were made in former times on a strictly 
co-operative basis, that is, by giving the workers 
small shares in the produce of the fields. This 
custom might have been due to the fact that grain 
in those days was the ordinary medium of exchange, 
but the basis of payment was a share and not a 
fixed quantity in the produce. 

The accounts of rents and profits in the joint- 
village, as in the systems of co-operative credit, 
are openly declared to the members. V ery often 
the village-council sits over them from day to day 
discussing the items after their work in the fields. 
By this publicity mutual trust is sustained. More- 
over, the administration of the joint-village is 
carried out on democratic lines as in the co-opera- 
tive society. In the village-council the poorest 
co^sharer is supposed to have an equal voice with 
the best-to-do in matters affecting the joint pro- 
perty, Sir Charles Metcalfe accordingly refers to 
these villages as ' little republics/ 
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The government of these joiiit-viilnges being so 
equitable at the present day, it has been difficult, 
even for writers on this subject, to find causes for 
their dissolution. Such causes do not appear to 
lie in their constitution which has evidently suited 
them for centuries. An enquiry into the motives 
for their existence would probably throw more 
light on this question. Upon a study of the 
social conditions connected with these villages, it 
would appear that the}^ were held together chiefly 
for economic conveniences. The main purposes 
which the members of this early institution had 
in view when they combined into bodies were, 
doubtless, to protect themselves and their crops 
against plunderers, to have greater security in the 
pursuit of their labours, perhaps also to ensure 
sufficient Iielp in times of sowing and of harvesting. 
Previous to British rule, life and property were 
more insecure in Northern India than in the other 
parts of this country owing to foreign inroads; 
and, possibly, this vague fear to some extent led 
the members of these villages to seek greater safety. 
But the various causes, whatever they might have 
been, that united them in groups and held them 
together were compelled by motives of self-protec- 
tion and self-help which are impulses of a purely 
economic nature. The joint- family and social senti- 
ments did appear in the joint- village but at a 
later stage, probably when the common ancestor 
took the place of the exogamous founder. It was 
at this stage that the unity of the family must 
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have been enjoined as a custom in the joint- village 
to keep together and continue the economic advan- 
tages of corporate life, and in this new order 
certain social sentiments, such as joint-inheritance, 
the institution of caste and endogamy, must have 
gradually appeared. Still such sentiments could 
not have been the dominant ties which held the 
co-sharers in union, and, we are not aware of any 
other social benefits of a purely sentimental charac- 
ter existing: in ancient rural India. When wc 
come to consider in tin's connection the religious 
mentality of the Indian people, we find that it 
has affected their material life in ways somewhat 
ditforent from what could have led them to this 
system of co-operation. Consequently, this consi- 
deration goes beyond the scope of our present 
inquiry.’- 

ot*i- There were cases of the formation of joint- 
villages in tribal areas and by particular clans, but 
the essential motives for their continued corporate 


^ Altboiigb it is well-known that wc cannot draw definite 
lines of demarcation between the economic, ethical, juristic 
and political conditions oi' men living in society, nobody could 
say that in x)nnntive man the satisfaction of material wants 
did not come beiure tlio display of sooia.l Ciud religious senti- 
ments, and civilized man lias not liccn aide to reverse thivS 
order of lirtman impulses. Therefore, it may be said that in 
life man is immediately surrounded by liis economic spliere. 
Around this sphere and dependent upon it are his juristic, 
ethical, religious and political splieres, for the ordinary man 
seeks first to satisfy his Avants, then to exercise liis rights, and 
then to do his duties. From these facts, it may be inferred that 
our economic life is the basis of social evolution and that when avc 
are able to understand human impulses better by the study of 
sociology, we rshall come to know more thoroughly the laws 
relating to human wants a knowledge of which is so essential 
in the study of economics. 
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existence must not bo confused with the distinctive 
bonds of kinship. Instances have also been re- 
corded of the rise of such villages by the decadence 
of states and chiefships, unions in which it would 
be rather fonciful to trace the sources to the re- 
collections of citizenship or joint servitude. Such, 
cases, in the absence of positive evidence of econo- 
mic motives, may be regarded as the adventitious 
circumstances which attended the history of this 
institution. Th-e underlying causes for the origin 
and growth of joint-villages, therefore, wore mainly 
materialistic, hfaturally, it does not vsurprise us 
to find that, in spite of social bonds and blood ties 
in the present age, the decisive factor in the 
dissolution of these villages has been the passing 
away of the older economic conditions. 

It is obvious that the main cause for the disso- 
lution of these villages is the reduction in the 
extent of their shares. Owing to their sub-division 
through generations of joint-succession, the co- 
sharers have increased so greatly in number and 
each sliare has diminished to so small an extent in 
most joint-villages, that it proves a loss to bestow 
much time and attention to such shares, especially 
when by the growth of individualism it has become 
extremely difiicult to secure unanimity among an 
ever increasing number of co-sharers. Hence these 
estates, after being neglected for a time, are passing 
into the hands of fewer proprietors. A class of 
co-operative credit societies is now being formed 
among the co-sharers of shcmilcdli estates in the 
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Punjab, an object of wbicli is to prevent the 
neglect of surviving joint-villages.^ There is be- 
sides, a change of other economic conditions %Yhich 
is causing this dissolution. It appears that, under 
British rule, the security of life and property 
and the rise in the price of land have in some 
eases led the eo-sharers of joint-villages to sell out. 
Sales of the latter kind have been occasioned by a 
desire for gain, and, perhaps this desire has been 
more on the part of creditors than of co-sharers, 
as sales have taken place often to liquidate mort- 
gage debts.- Anyway, it is evident that these 
villages are not dissolving by a relaxation of senti- 
mental social ties, because it is again found that 
the customs and usages relating to such ties still 
remain unchanged ; and, there is very seldom a 
disregard of the moral and legal rights of co-sharers. 
It may also be said that when the management of the 
joint-firmily is tainted with selfishness or injustice 
with regard to material matters, ^partition’ generally 
takes place. Having these facts in view, we 
should infer that joint-villages have dissolved into 
separate holdings and have passed into the hands 
of distinct proprietors, that is, they have assumed 
the ryotioari form chiefly by the advent of new 
economic conditions. The history of co-operation 

^ Mr. A. Langley, Registrar of Co-operative Societies in 
the Punjab, describes this scheme in his publication Bow to 
start a Punjab Village Bank, 

® The Punjab Land Alienation Act of 1900 and the Bnndel- 
kund Land Alienation Act of 1903 were passed principally to 
prevent the money-lending classes from accpiiing the Ijinds of 
the peasantry in Korthern India, 
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in Europe, during the last sixty years, also teaches 
us that all co-operative systems have a tendency 
to fail, if improved circumstances lead them, to an 
abandonment of corporate interests and introduce 
in their place the ideals of individualism. Co-opera- 
tion arises out of the weakness of men which it 
converts into strength, but all strength is inclined 
to bring in its train the evils of egoism. Hence 
the spirit of self-sacrifice, when introduced in co- 
operation, serves as a counteraction to these evils — 
a process vdiich seems as useful in this section of 
economics as it is in ethics. 


CHAPTER VIII 


The indeht- 
«.^dness of 
agricultural 
people. 


U s u r o u s 
ways of 
the money- 
lender. 


CO-OPEEATIVE CEEBIT IN INBIA 

Ttieee can be little doixbt that the financial con- 
dition of agricultural people in almost every part 
of India at the present day is not very enviable. 
In many places, they are heavily involved and 
mortgages on land are frequently transmitted from 
father to son. Their position is rendered more 
deplorable by the ruinous terms upon which they 
take loans from money-lenders. The fact that up 
to this day money is not always the medium of 
exchange in rural tracts is a serious drawback to 
these people, as consequently, they do not know 
its exchange value and the money-lender takes 
undue advantage of this ignorance. There are 
several classes of money-lenders in this country, 
and the profession is not confined to the hania, 
the mhnkar, the marimri or the jncitlian. These 
classes are generally the usurers, but money-lending 
often becomes an occixpation wdth the petty land- 
lord, the avaricious trader and the miserly pen- 
sioner. 

The money-lender in rural India carries on a 
business the intricacies of which he seems to under- 
stand better than his unfortunate debtor. His 
usual practice is to lend rupees and take payment 
in grain at a lower price than the market rate. 
He also appears to know a little of the the^^ry of 
credit, and that interest must be regulated by the 
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solvency or security of the borrower. Thus, if the 
borrower has good credit, being a reliable cultivator 
or a man of means, he charges him a moderate rate 
of interest, which is, however, not less than 1 
2)y8a per rupee per month or 18| per cent per 
annum; but, if his credit is at all doubtful, he 
charges him interest at the rate of 2 pysas per 
rupee per month or 37i per cent, it being always 
implied that the borrower's crop stands as a security 
for the debt. Being a sniail financier, he does 
not lock up his money for any length of time, 
and so, he generally fixes the term of the loan to 
six months. If it exceeds this period, he often 
doubles the interest, charging the regular interest 
over again as penalty. In addition to the loss 
the debtor incurs by repayment in grain and the 
exorbitant rate of interest, he provides the lender 
in backward places with small perquisites — such 
as vegetable, fuel and fodder free of charge. He 
submits to this extortion out of his necessity and 
ignorance. In the Punjab, for instance, the 
mliuhar is seldom knowm to give receipts for 
payments which he gets from his debtor, and the 
latter does not seem to object to this practice 
until a suit is filed against him by the former 
for amounts which he has actually repaid. 

Under these circumstances, the cultivator has 
to make over to his creditor a good portion of the 
products of his labour, keeping barely sufficient 
to support himself and his family. This being 
his normal condition, it is needless to imagine 
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his distress in times of drought and scarcity when 
even this usurer will not advance him any money. 
The prospects of recovering loans becoming remote 
when issued to famine-stricken people, their credit 
shrinks daring periods of famine which are unfortu- 
nately not very infrequent. Thus, the question of 
improving their credit during such periods presses 
for solution and it becomes necessary to analyse the 
fomine situation. Eeferring to the causes of famine 
in India, the well-known state gazetteer makes the 
following observations : '' The farmers have no capi- 
tal and depend on unorganized local credit which 
shrinks when harvests fail/’ ^ ^ * “Formerly war, 
rapine and misrule were direct causes of famine. 
These have disappeared and in the process a new 
problem has arisen. Peace has multiplied the 
people. The custom of the country favours early 
marriage, wdiile the general security has removed 
the old checks on population. And as those who 
have least hope in the world usually bring most 
children into it, the increase of population has been 
great among the poorer cultivators and the agri- 
cultural labourers. The modern outlets, emigration 
and industrial development, afford as yet little 
relief. Large tracts in India still await population, 
but the inhabitants of congested districts will 
not move to them, partly from habit, but largety 
from regard to caste and language. Industries 
are growing up, but as yet they draw only 
small numbers off the land, occupation being still 
prescribed by inheritance and tradition. Pressure,, 
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therefore, increases where it is already greatest. 
Holdings already small are sub-divided or sublet at 
competition rents, while the supply of agricultural 
labour out-runs the demand for it, and so keeps 
agricultural wages low. This is the great famine 
problem.”^ The aforesaid investigation, so admir- 
able in the collection of facts, shows only roughly 
that various socio-economic evils give rise to famines, 
but it would be an essential error in analysis to con- 
fuse the cause with the effect. Wlictiier a phenom- 
enon is produced by the interaction of forces which 
seem to be co-existent or by the process known aS 
'a circle of causation,’ the fects must be examined 
with regard to time, so that cause and effect may be 
clearly determined. The phenomenon must also be 
examined from the time it occurs to the time it ori- 
ginates, so that it may he traced back to its sources. 
Upon an anal3rsis of the situation immediately pre- 
ceding the occurrence of a famine, we find that the 
coiintiy produces her own food -stuffs, that a portion 
of them is exported, and that international market 
conditions exist generally in the land." Since the 


^ See The Inillan Empire^ 1007-S, Vol. Ill, pp. 47-% 477. 

- We cannot say that intenaitioiial market conditions clu 
not exist generally in India at the present day. It is true that 
wc are still in cei'taiii backward stages oc iudiistriai evolution 
wliich are often yjriinitive or niediteval in rural India and 
approach the modern aspect only in urban areas and sea-ports 
where the factory system is 'being estallished. But onr com- 
mercial position is more advanced, as almost all localities now 
in this country have some means of ti’ansport and communica- 
tion with the various centres of export and import. 8peakijig 
with special reference to food-sUiiis, we find that w-heat rice 
and other produce are regularly exported to foreign countries. 
We also observe that at any time the prices of particular quali- 
ties of. Indian rice and wdieat are the same wherever they are 
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famine does nofe cut off the means of transport and 
coiiimnnication. nor prevents the local demand of 
food-stuffs from being met by the supply of sur- 
rounding markets, we should infer that starvation 
merely implies an inability on the part of famine- 
striken people to pay high prices for food. If in 
a famine area there are difficulties of transport, 
prices would run higher, but food-stuffs would reach 
the area all the same, especially because there is a 
surplus production in the country meant for export. 
But even if there was no such surplus, the shortage 
in the famine area would be made up by markets 
in the country and in the world by the laws 
of supply and demand operating freely.^ Again, 
the situation being normal in other respects, star- 
vation in the famine area when there is a bumper 
harvest in another would imply an inability on the 
part of the people to pay even normal prices for 
food. And why is it so ? It is because by the 
failure of their harvest they have lost almost all 


exported, less tlieir cost of transport. 'Dns means that. ‘ the law 
of indiUerence’ applies to these products in all their markets 
which have become practically one universal market. Hence, we 
must sa}'- that Indian rice and wheat come under international 
market conditions. There are, of course, some food-stulis in 
India (such as maize and fruits) the market conditions of which 
are still national while there are others (such as ti.^h and vege- 
table) for which these conditions arc purely local. In fact, the 
subject of markets in this country is an exhaustive study, for 
we must not forget among other considerations that India is one 
of the large produce marts of the world. 

^ International market conditions are so well known to be 
a remedy against famines that Professor' Gide says '‘‘interna- 
tional commerce provides a kind of assurance against famines, 
against the effects of the failure of crops, and against a multi- 
tude of economic misfortunes the effects of which are either 
attenuated or entirely pre\'ented by trade between nations.” 
Vide Okie's “Principles of Political Econoni}',” 1912, p, 306. 
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their resources for the season.^ Heuco the cause 
of distress during famines in India is the want of 
money and not of food-stuffs, that is, the poverty 
and indebtedness of our agricultural people; and, 
an analysis of the causes of poverty could be made 
in the order we have adopted, if our historical 
knowledge of certain socio-economic evils had been 
more complete than it is at present.- The feet 
that usurous rates of interest are paid upon loans 
by tliese people may be taken as a test of the 
amount of money they possess. While cultivators 
themselves are so placed in this country, it is also 
obvious that the agriculfcural industry is suffering 
badly for want of money. These being the press- 
ing needs for capital which our agricultural people 
suffer from, it will now appear that the main objects 
of co-operative credit must be to reserve funds for 
such people in periods of famine, to organize capital 
for the development of agriculture and other indi- 
genous industry, and to relieve the indebtedness 
of the lower stratum of industrial workers. 

The feasibility of providing peasants in India 
with capital for their industry at reasonable rates of 
interest has at various times attracted the attention 


^ The Imdian Empire o))sei*\’cs elsewlicro that “the people 
are not generally {lepeiident on the out-turn of a single harvest. 
This statement can liai'dly ]>e called aeeiirate, for if it were so, 
clearly a famine would not occur hy the failure of a single 
harvest ; 1)ut reliable reports of famine years go to sliow’ that 
this supposition does vioienoe to undeniable facts. 

^ The want of rain or of a reserved water-supply may be 
urged sns the immediate cause of famines, but sucli causes are 
superficial and can be removed by the expenditure of capital. 
So, in any case, the want of money is the real cause of famines. 
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•of the State and public spirited men. In 1882, a 
plan for an a-gricultural bank near Poona was 
devised b}^ Sir Wiiiiam and several 

residents of that locality, but for some reason or 
other the scheme was finally abandoned. Attracted 
probably by the existence of nidclMs, a kind of 
mutual loan societies in the Madras Presidency, the 
local Government under Lord Wenlock deputed in 
1892 Sir Frederick Nicholson, then in the Madj'as 
Civil Service, to enquire into the possibility of 
introducing a system of land-banks in that pro- 
vince. This officer reported in 1896 the hopelessly 
involved condition of the Madras peasants and the 
absence of mutual trust among them, but suggested 
that attempts in the direction sought may be made. 
His illuminating and exhaustive report summed up 
with the sound advice e.\”Dressed in the two follow- 
ing words— Find Raiffeisen.’’ 


E X p e r i- 
ments leiid to 
the passing 
of Act X of 
1904. 


Nicholson was accordingly deputed a second time 
in 1899 to start a few banks in suitable localities 
on the basis of Raifteisen. In the meanwhile, 
Lord Macdonnell, then Lieutenant-Governor of the 
United Provinces, had placed Mr. H. Dupernex on 
special duty for the same purpose in , those Provinces. 
“ In the Punjab,” states an official publication, 
action was taken by district officers on their own 
initiative and societies were formed by Mr. Mac- 
lagan and Captain Crosthwaite which gave distinct 
promise of success.” In Bengal also, Mr. P. 0. 
Lyon was charged with the same duties in <>1902. 
As a result of these experiments, Lord Curzon, then 
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Viceroy in India, found it advisable to have special 
legislation to bring these societies into being in 
this conntr}’. llis government accordingly passed 
into law the Co-opcrativo Credit Societies Act- 
known as Act X of 190-1 — and had a registrar ap- 
pointed in each province, to help the formation of 
such societies on Raiffeisen lines. 

Lord Curzon and his advisers were of opinion that why spe- 
the Indian Goinpanies’ Act (Act VI of 1882) contain- 
ing 256 sections, however essential in governing the needed, 
operations of large iiidiisla'ial and commercial con- 
cerns, were not suited to the societies which they 
desired to propagate. Accordingl}^ they resolved 
that *'the first thing to bo done was to take such 
societies out of the opeiution of the general law on 
the subject and to substitute provisions specially 
adapted to their constitution and objects. In the 
second place, it was desirable to confer upon them 
special privileges and facilities, in order to encourage 
their formation and assist their operations. And 
thirdly, since they were to enjoy exemption from 
the genei'al law and facilities of a special nature, 
it wiis necessary to take such precautions as might 
be needed in order to prevent speculators and 
capitalists from availing themselves, under coi^nr- 
able pretexts, of privileges which were not intended 
for them.’' 

There were two cardinal objects," the resolu- Thesimpli- 
tion continues, which the Government of India tieitv^of^tTe 
kept in view in framing the present Act. The Act. 
first was simplicity. • Some of the schemes which 


106 OF CO-OPERATIVE CREI)IT 

were laid before thein were far too elaborate for 
the comprehension of the classes for whom they 
were intended, but who certainly could never 
have complied with their provisions. The second 
was elasticity. The aim has been to lay down 
merely the general outlines and to leave the 
details to be filled in gradually, on lines which 
the experience of failure or success and the nat- 
ural development of the institutions may indicate 
as best suited to each part of the countiy. So 
far^ therefore, as it deals with the constitution 
of the societies, the provisions of the Act have 
been confined to those general principles which 
all co-operative credit societies must accept as 
the condition of being permitted to enjoy the 
advantages afforded hy special legislation. There 
are other matters in respect of which some guidance 
and some restriction will be necessary; and the)^ 
have been left to be dealt with by Local Govern- 
ments in accordance with local needs, in the 
exercise of the rule-making power which the Act 

A spontaii’ confers upon them. But the Government of India 
eous growth ^ 

of this credit desire to impress upon all Governments that 
the State. simplicity and elasticity are as essential in the 
i rules framed under the law as they are in the 
; law itself, and that especially in the first instance, 
and until further experience has been gained, the 
regulative interference of Government should be 
limited strictly to essentials, so as to leave spon- 
taneous growth unhampered. Experiment is as 
necessary within the Province as it is witffin the 
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Empire.”^ Accordingly, the Act laid dovvii broadly 
the lines upon which these societies were to be 
formed, and gave power to Local Governments 
to regulate them by making such rules as they 
may find absolutely essential from time to time. 

After seven j'ears of experience in the working 
of co-operative credit, it was found necessary to 
amend the law on this subject, and, consequently 
a new Act — the Co-operative Societies Act (known 
as Act II of 1912) — was passed into law in that 
year, the old Act being repealed. According to 
section 43 of the new Act, Local Governments 
have power to make rules which regulate the 
working of societies in each province, and in con- 
formity with these rules the societies frame their 
own bye-laws. 

It is evident that the co-operative movement ? mo\’c- 
has been inaugurated in India by the action of; 
the State. Other than the scheme of Sir William ? JState. 
Wedderburn in which some public-spirited men 
joined, no endeavour on the part of the people ^ 

in this direction was ever noticed. It must, 
however, be made clear that although the State 
has initiated the movement and helped it at 
the outset, as otherwise it would not have taken 
root among the helpless and illiterate people 
whom it is meant to assist, the State has no 
desire to display any duty towards this movement 
beyond that which belongs rightly- to every state 

^ Vid'i; Resoliitiuu of the Government of India dated the 
29th April, 1904 on Act X of 1904. 
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^vith regard to the economic iihstitutions of its 
people. Of iiccessitj", all societies are formed ill 
accordance with the Law wliich has in view the 
introduction of the Raitfeisen S5-stGm, but as econo- 
inic conditions vary somewhat in the different 
provinces, the working of societies vary accordingly 
and their bye-laws are not the same e\'erywliGre. 
Owing to the extonsivc area and varying conditions 
in the country, India will need in course of time 
more than one system of co-opero-tive credit. 

All societies begin work with at least ten 
members living in the same village or group of 
villages or in the same town. With the permission 
of the registrar, societies are also formed in rare 
cases by ' members of the same tribe, class, caste 
or occupation.’^ This extension of the Raiffeisen 
principle of membership is meant to afford as much 
ground as possible for the growth of co-operative 
credit, but, in its application, tlie State requires 
the sanction of the i^egistrar for the obvious reason 
that caste ties, professional brotherhood, or the bonds 
of kinship cannot help this system of credit so 
much as a common abode. It would, for instance, 
be a mistake to suppose that communal feelings 
could serve the same purpose as the closeness of 
residence in the working of this credit. We must 
not forget, in any case, that it is a system ivhich 
affects the pockets of the poor, and is naturally of 
the utmost concern to them. Hence it implies 

^ Vide ‘'Tho Co-opemtive Societies Act (Act II c? 11)12)”- 
Section 6. n 
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clpse observiitioii and close protection, and, these 
are possible only when there is constant contact 
betvs’cen the ineinbers. Any step which extends 
beyond this cautious principle of the founder would 
have to be talvL‘ii tentatively. As a reason for this 
extension, it may perhaps be urged that there is 
a bond of fellowship among members of the same 
caste and prof(-?ssion. While such a position need 
not be denied, it is probable also that this fellow- 
ship is effectively used by these members only when 
it is found necessary to protect the interests of their 
profession, a method which is essentially the same 
as that of the traclGS-iinioiiism of the West but 
somewhat different from that which goes to build 
co-operative credit. In any case, for the reasons 
first stated, communal feeling or a commonage of 
occupation does not seem to be so useful a condition 
as a common abode in the working of this credit. 
Experience also favours this view. “Co-operation 
for credit,” observes the Registrar of Co-operative 
Societies in the LTnitcd Provinces, “ is the first and 
the most difficult step amongst traders and small 
artisans, for there is not among them the same 
strength of communal feeling as exists among 
the peasants of a village. On the other hand 
in many localities each member of a trade looks 
on another as a rival and competitor.”'^ Again, 
communal societies could not enter into a co-opera- 
tive federation so whoio-heartcdly as societies 

' Uide. Report on the Working of Co-opciulive Societies in 
the United Provinces, tor p. 16, Alialuibud. 
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withuuti these distinctions. ‘‘The policy followed/ 
continues the same Registrar, ‘‘of discouraging 
caste or sectional societies in villages has borne 
very good fruit. In the panchayat all castes 
and interests are represented and hostility between 
caste and caste is disappearing. As a local inspector 
has reported, a brahmin savpanch has no longer 
the slightest hesitation in catching hold of the hand 
of a chamar member and securing his thumb 
impression on the promissory note executed by the 
latter for a loan.” ^ 

In rural societies, where the members consist 
mostly bf agricultural people, the liability of mem- 
bership is almost invariably unlimited; but if it ever 
happens that a sufficiency of mutual trust is want- 
ing in the members or a local magnate whose co- 
operation is essential will not join except on a limited 
liability, a rural society can be formed even on this 
basis with the sanction of the local government." 
During 1911-1912, out of 7315 rural societies in 
India, 7291 had unlimited and only 24 limited liabi- 
lity. In urban societies, where the members cons/j-t 
mostly of artisans and tradesmen, liability is both 
unlimited and limited. Daring 1911-12, out of 495 
urban societies in India, 264 had unlimited and 231 
limited liability.^ When the Act was framed, it is 

^ Report on the Working of Co-oijerative Societies in the 
United Provinces for 1911-12, p. 17. 

Vide “The Co-operative Societies Act (Act II of 1912),” /• 
Section 4. jg ^ 

3 Vide Statements showing progress of the Co-operative — J 
Movement in India cliiring 1911-12,” pp. 7,S. / )” J 



CO-OPERATIVE CREDIT IN INDIA 111 

said that both Mr. K W. Wolff and Sir Frederick 
iNichoIson remarked on the futility of any distinc- 
tion being made between rural and urban societies, 
but the Government retained the distinction mainly 
on the ground that they would need different bases 
of liability. Althougb this is merely a matter of 
classification, the action of the Government was 
perliaps wiser in this respect, for it is advisable that 
urban societies should alwaj:^s have the option of 
both bases. Although the basis of unlimited 
liability is needed to foster the true spirit of co- 
operation, it is obvious from the difference in the 
mode of urban and rural life that the inhabitants 
of a town cannot know one another so well as the 
people of a village, and so, urban societies would not 
always accept this basis. Owing to the extent of 
this country and its varying conditions, it is possible 
that societies with the two bases of liability will 
gradually evolve into two distinct systems of co- 
operative credit, more or less on the lines of Kaiffei- 
sen and Luzzatti. 

Only men of good character are taken in as 
members of societies with unlimited liability, but 
the character of men is not questioned before their 
admission into societies with limited liability. '*■ Nor 
was any scrutiny exercised, until recently, over the 
financial position of men seeking election into 
societies of the former kind, for it was supposed that 
such men, were not free from the hands of the 

^ -Regarding this qualification of niembershix) the Act says 
bthing, but it is mentioned in the bye-laws of societies. 
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money-lender. But these societies are now taking 
personal declarations and making independent in- 
quiries as to the assets and liabilities of such 
.‘ipplicants with a view to make sure that they are 
not hopelcsskY involved, and to lix their limit of 
credit, should they be elected. Similar to the 
rastellato prepared in Luzzatti banks in Italy, rural 
societies in the" United Provinces now prepare a 
register — known as the haisiayat — which is a 
record of the financial position of members. Such 
statements are helpful to all credit institutions, 
and no banking system ignores the utility of making 
inquiries about a new person before giving him 
any loan of money. There could be no other means 
of ascertaining the trnstwortliincss of such people. 
It is needless to say that such information is quite 
essential to co-operative societies based on the 
heavier responsibility. Peferring to this practice 
the Registrar of Co-oporative Societies in the United 
Provinces explains clearly its advantages. “ The 
most important work,” stiites this officer, in rural 
societies during the year has been the completion 
of the haisiayat or status register for all members. 
This is a statement giving the area of the land 
held by a member under different tenures, the rental 
paid, the cattle and other stock, trees and houses 
owned by him with their value, and also the debts 
due by him to the mone57-lender or to the landlord. . 
* ^ A consideration of all these circumstances s 
enables the panchayat to determine the maximup"; y 
'ibredit that should be allowed to a member diirin : 
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the year. This is then recorded. The figures for 
all the members of a rural society afford the central 
society a standard by which to fix the maximum 
normal credit for that rural society. The register 
is a great help to inspecting officers in ascertaining 
whether loans are being proiDorly given. ^ ^ ^ If it 
is correctly maintained, it will in future be easy 
to determine the economic progress of a particular 
individual or village.’’^ Tlie personal declaration by 
a member of his liabilities is also a commendable 
practice. It requires truth and honesty from him 
at the very outset, and thereby reminds him of 
principles which he is expected to practise always 
in his dealings with the society. Not only do these 
societies take in members who are known to be 
honest and reliable, but by their bye-laws any 
member who has ceased to be trustworthy is to 
be expelled. This rule tends to keep a member, 
who may be inclined to go wrong, within the limits 
of good behaviour. 

The practice of thrift is encouraged in the mem- 
bers who are asked to deposit their savings with 
the societies. Their means at present are so limited, 
that if they could be taught to avoid extravagance 
in the performance of some of their social and 
religious ceremonies, there would be a good begin- 
ning in this direction. “That the village societies,” 
■eports the Registrar of Co-operative Societies in 
^■engal, “ discourage unnecessary expenses for cere- 

^ F?'t7e Report of the Working of Co-operative Societies in 
United Provinces for 1911-12, x^p. 2, 3. 
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monial purposes is a proved fact. A member of 
a society is not encouraged by his villagers to give 
extravagant feasts on the occasion of marriages 
and sradhs. Formerly, he had to borrow money 
for ceremonial purposes in order to stand well with 
his co-villagers. The co-villagers now find that 
they are also responsible for his debts, and if he 
is unable to repa}?' the loan, the}?' shall have to make 
good the loss. Instoad of being encouraged to 
spend money, he is restrained by the influence of 
village opinion to curtail his expenses according to 
his means.”’- This correction of a time-honoured 
but pernicious custom may be looked upon as a 
step towards social reform. 

Punctuality in the repajunent of loans is enforced, 
by the bye-laws of every society which inflicts a 
penalty in the shape of enhaiiced interest on 
defaulting members, unless repayment is delayed 
owing to a bad harvest, in which case the periods 
of repayment are generally extended by the 
societies. The question of the steps which should 
he taken, in the event of failures in this respect, 
was discussed in the 6th Indian Co-operative 
Conference held in 1012. Some of the registrar' 
were of opinion that enhanced interest was th 


best means by which punctuality could be assure'* 
while others thought that although such a pena- 
should be attached to these failures, it should f ‘■ 

be enforced if an earnest endeavour was madej" ® 

— — „ — ^ 

^ Vide Report on the Working of Co-operative Societi i )’ 
Bengal for 191 M2, p. 15, 
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repay on due date and if the security continued 
to be good, but that renewals of loans should be 
granted in such cases. With respect to these 
failures, the Conference was of opinion that in 
future the societies have to exercise their discretion 
and treat each case on its own merits; and so, it 
is reported in the proceedings of this Conference 
that “ the sense of the meeting was that re-loans 
or renewals might be given, but that they should 
be given sparingly, and that they should not be 
given unless good excUsSe existed and the security 
remained sufficient.”^ 

While the best attempts are being made to 
inculcate the principles of honesty, thrift, and 
punctuality in the rneinbers, we must not fail to 
see that the practice of these principles becomes 
often a question of resources with the poor, and 
consequently, that members who have no idea of 
domestic economy have to be taught how to live 
within their means. These qualities may also be 
fostered by holding before them the maxim of 
Luzzatti — Ici grande rijnitazione di onesta e di 
t^olidlta — which has helped to uplift the people of 
tl, countiy who were as poor as the Indian com- 
inonalty only half a century ago. It is all the more 
rehirable that our people should have faith in this 
nin-xim, as otherwise they would not be able to 
'epier with any feeling of enthusiasm upon a course 
^'en ^ 

Proceedings of the (ith Conference of Registrars of 
, t^erative Societies in India) 1012, pp. 13, 14. 
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of conduct which alone can establish confidence, 
the real basis of credit. 

When a co-operative society is formed, it cannot 
immediately get the confidence of the financial 
market and so obtain money to lend to its mem- 
bers. To attract such capital, RaiSeisen had to 
personally subscribe 6000 marks to his society, 
Schulze had to seil shares to his uienibcrs, although 
they need not have been expensive, and Luzzatti 
had not only to issue shares but to establish the 
reputation of his bank, its liability being limited. 
The societies in India have been more fortunate, 
being assisted by the State with loans, the further 
issue of whieli has been stopped only recently. 
Of course, before getting this aid, they had to 
make a stand by their own efforts. So, rural 
societies in this country generally issue shares 
in provinces where they experience difficulty in 
raising loans, hut where such difiiculty is not felt, 
only an entrance fee is charged. There are excep- 
tions, however, to these general practices and soci- 
eties have sometimes to resort to both methods of '*" 
raising caj)ital in almost every province. Then th‘ 
savings deposits of members gradually add to the' 
funds. Of course, when a society is established,/ 
finds no difficulty in gettiugioans from the financ J 
market. The annexed table will show how ru J 
societies with unlimited liability stood wifch reg ^ 
to capital in the year 1912.^ ' ■ M 

^ Vide ‘‘Statements of the Co-operative Movement in 
1911-12, p. 17, issued by the Government of India. 1 
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An examination of this table shows that in the 
Bombay and Bengal Presidencies these societies 
follow the original plan of Raiffeisen and issue 
no shares, the societies in Bengal doing so only 
in a fev/ casesP But, it will appear that in the 
other provinces, according to the later Raiffeisen 
practice, rural societies do issue shares. The sale 
of these shares, however, is strictly regulated by the 
bye-laws of such societies, so as to prevent indivi- 
dual members from acquiring any unusual influence. 
Generally speaking, a member takes only one share, 
the value of which is Rs. 10 and which is payable 
by ten annual instalments of one rupee. After 
ten years, members will be at liberty to withdraw 
their subscribed share-money,” but from the profits 
which have accrued, after deducting 25 per cent 
for reserve, the balance will be allotted to members 
in the form of shares. ^ ^ * After the eleventh year 
a dividend will be paid yearly.”^ An entrance fee, 
which varies between four annas to a rupee in 
these societies, is also paid by each member. This 
system originated in the Punjab, and has been 
adopted with modifications in the United Provinces, 
Burma, and other parts of India.® A few rural 
societies in Bengal have adopted a different sys^ 
tern of shares, as a means of ‘ compulsory deposits/ 

^ It is somowliat significant tliat the Presidencies of Bengal 
and Bombay also display the greater portion of the industrial 
capital used in India. ^ 

*•* Vide Proceedings of the 5th Conference of R^(;;3trars of 
Co-operative Societies in India held in 1911, p. 13. " ^ 

» raelbid, p 13. 
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apparentl 3 r after the s^’steni of Schulze. In these 
societies, each meiubor takes up “ at least one share 
of Rs. 50 or Rs. 100 pa 5 ^able in hve or ten annual 
instalments.”^ 

As a matter of course, all societies with limited 
liability issue shares, and to prevent speculators 
from getting into such societies, the Law does not 
allow a member to hold more than one-fifth of the 
share-capital of his society. Nor must this portion 
exceed Ils. 1,000 in value, a limit which the societies 
by their bye-laws further reduce." The limit of 
these societies, in fact, varies with their demand for 
capital, as it is not only desirable that speculators 
should be kept out, but, in some places, that capital 
should be made to flow in. 

While the issue of shares is regulated, it also 
appears that the well-to-do in a society find it 
difficult to have a monopoly of powei', for the Law 
provides that in societies with unlimited liability 
each member shall have onlj^ one vote, and, that in 
societies with limited liability the bye-laws shall 
restrict the voting powers of members.*^ To prevent 
speculation in societies with unlimited liability, the 
Law further lays down that no member shall trans- 
fer his share unless he has held it for atleast a year, 
and that should he do so after this period, he must 
sell it in accordance with the co-operative principle 
to another member or to the societ\7.-^- 

* Vide Report on tlic Working of Co-operative Societies 
in Bengal in p. 11. 

- fide Act II of 1912, Section 5, 

5 Vide Ihid, Section 13. ^ Vide Ibid, Section 14. 
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The limita- As the maioritv of co-operative credit societies 

tion of divi- . . 

dends. in this country issue shares, their plan and practice 

, with regard to dividends may now be examined. 
In societies with unlimited liabilit}^, no dividends 
are paid to inembei‘S and all profits are carried over 
to a reserve fund. Their scheme is that after this 
fund has attained a reasonable proportion of the 
liabilities of the society, a portion of the profits may 
be paid out annually as dividends, the idea being 
to build up a reserve first and to pay out dividends 
later. This plan has also been confirmed by the 
new Act, w^hich prevents any dividends being paid 
in these societies '-'without the general or special 
order of the local government in this behalf.”^ In 
most parts of India, dividends will not be paid in 
such societies until the eleventh year of their exis- 
tence, and even then in the United Provinces divi- 
dend on fully paid up shares, that is, after the lapse 
of ten years, is limited to ten per cent.'*’^ In 
societies with limited liability “ after at least one- 
finirth of the net profits in any year have been 
carried to a reserve fund, payments from the re- 
mainder of such profits and from any profits of past 
years available for distribution may be made among 
the members to such extent and under such condi- 
tions as may be prescribed by the rules or bye-laws.”'^ 
Previous to the passing of this Act, registrars had 


1 Vide Act II of i912, Section 33. 

Vide Proceedings of the 5th Conference of Registrars of 
Co-operative Societies in India, p. 13. ^ 

3 Vide Act II of 1912, Section 33. 
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reported a feY7 instances of societies of this type 
allowing by their bye-laws dividends as high as 18f 
and 20 per cent, and, consequent^, of the tendency 
of such societies to sell their shares at a premium. 
It was decided, therefore, in the 6th Indian Co- 
operative Conference that dividends should be 
limited by the rules of the local government.^ 

The limitation of dividends should help a society 
in the formation of a reserve fund, vvdiioh not only 
signifies the exercise of an economic principle — 
tliat of providence which is materially nothing more 
than the provision of capital — but helps to improve 
the faith of financiers i3i the ability of the society 
to repay its debts. While the practice of ethical 
principles, such as those of honesty, trustworthi- 
ness, and self-sacrifice, serves as a moral guarantee 
for the fulfilment of obligations, the exercise of 
providence, when directed tOAvards the formation 
of a reserve, places a material guarantee before 
the financial market, similar to the security which 
a joint-stoclc bank furnishes b}?^ the existence of 
its reserve. Hence, in co-operative societies pro- 
vidence helps materially to establish confidence 
^vhich is the basis of credit. All societies in India 
with unlimited liability arc building up a reserve 
fund which is practically indivisible. The system 
generally followed for this purpose is that of the 
Punjab, a description of which will convey an idea 
of what is being done elsewhere excepting the 

^ Vidle Proceedings of the 6th Conference of Registrars of 
Co-operative Societies in India held in 1912, p. 28. 
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Presidencies of Bengal and Bombay. “When the 
bank has been in existence for ten years/’ describes 
the Registrar in the Punjab, ‘'and the share instal- 
ments have been fully paid up, members will be 
able to withdraw their shares, if they wish to. The 
profit earned, however, is not withdrawable, but 
will, after patting one-quarter to reserve, be appor- 
tioned among the members according to their shares 
and credited to them as a non-witlidrawable share, 
on which in future a yearly dividend will be paid. 
Members who do not wish to withdraw the share 
they have subscribed will be allowed to add it to 
their non-withdrawabic sharCj or they may keep 
the sum in the bank as a deposit.”-^ In the Bengal 
and Bombay Presidencies, the fact tliat no shares 
are issued by societies with unlimited liability, 
does away Avith the question of dividends, and all 
their profits naturally go towards building up a 
reserve Avhicli is also indivisible. In societies Avith 
limited liability, at least a quarter of the net profits 
are carried over annually to a reserve fund. This 
fund is held in every society principally as a 
guarantee for the repayment of its loans and as a 
source from AAdiich unforeseen losses may be re- 
couped, so that the society may be assured against 
the chances of bankruptcy. 

The invest- The reserve fund possessing certain definite 
fund. functions, it folloAA-s that in the investment of this 

fund, security should be made the first object, avail - 

^ Vide Report on the Working of Co-operiiti ve So-^ietics in 
the Punjab for 1912, pp. 5, 6. 


CO-OPERATIVE CREDIT IN INDIA 123 

ability the next, and profit the last; but, in no 
case, should this fund be allowed to undergo the 
risk of being utilized in the business of the society. 
Such a course would be against the practice of 
banking. It could not, for instance, be argued 
that because the fund is small, it does not matter 
much whether it undergoes a risk or not. Nor 
could it be urged that by helping the working 
capital, it would increase the profits, and so improve 
its own position more rapidly. If the fund is 
small, its aid to the working capital will be small, 
yet the risk will be there and will increase in 
proportion to the impatience that is displayed. 
Possibly, certain societies which have a sufficiency 
of confidence in the security of their operations 
would not hesitate to place their reserve fund at 
the disposal of their working capital, but the , 
^ very fact of a reserve becoming invisible would 
; lessen the credit of the society in the financial 
market, and it must be remembered that there is 
nothing so infectious as discredit. Moreover, the 
security of their operations at present may be 
due to circumstances which will alter after a time. 
And, it cannot he said that these societies have 
already established their credit, for this has yet 
to be tested by their continued course of con- 
duct and method of management. 

A society does not lend money to anybody 
but a member who has paid in his dues, but , 

: .when it’ can afford ib may also lend to another 
I'; ^society with the permission of the registrar. As 
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the basis of credit in societies with imliniited 
liability is made up of the full responsibilities 
both material and moral of the corporate body, 
loans are granted in such societies on promissory 
notes merely, and the security of moveable property 
— such as jeweileiy — is not taken except with 
the consent of the registrar.’- Material securities 
are, however, taken in societies with limited 
liability where the material and moral respon- 
sibilities of members are limited. The mortgage 
of immoveable property can be accepted by any 
such society, but it appears that a mortgage is 
taken only Avhen it becomes necessary to prevent 
mortgaged property, belonging to a member, from 
passing into the hands of a money-lender, and 
when the society can afford to give against tlic 
property a loan for a long period which such a 
transaction must necessarily imply. But as co- 
operative credit societies are not meant to handle 
mortgages either by their principles or their 
constitution, the Law lays down that the Local 
Government may, by general or special order, pro- 
hibit or restrict the lending of money on mort- 
gage of immoveable property.”^* Nor was it ever 
intended that these societies should grant loans 
on the security of standing crops than which 
perhaps no form of guarantee is more insecure. 
But owing to the system of barter which still 
obtains at least in backward rural tracts in India, 


^ Vide Act II of 1912, Section 29 (2). 
® Vide Ibid, Section 29 (3). 
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these societies are expected to place agricultural 
produce on precisely the same footing as money 
for all purposes of subscription, deposit, advance, 
payment and recovery.’'^ If compared to the deci- 
sion regarding standing crops, no objection could 
be taken to this practice, as there is an important 
difference between such crops and agricultural 
produce. The former may be regarded as future 
v/ealth but the latter is present Avealth easily 
convertible into money. 

The maximum limit of loans to members is 
fixed by some societies in their bye-laws, and by 
others at their annual general meeting. The bye-laws 
of rural societies liave fixed this limit for individual 
members to Ks. 500 in the Bombay Presidency and 
to Rs. 500 and Rs. 200 in large and small socie- 
ties, respectively, in the Madras Presidency. It had 
become necessary to fix this limit owing to the 
selfishness in some societies of influential members 
Avho, at the commencement of this movement, Avere 
in the habit of helping themselves to nearly all 
the capital available for loans, leaving practically 
nothing for the poorer members. Atleast, in one 
instance, it Avas reported for this reason that “ the 
Avorking of the society practically stopped until 
it Avas Avound up after a third or fourth inspection;’* 
All societies borroAv money from outsiders up to 
a fixed limit, but they accept savings deposits up 
to any extent from their members. According to 

^ Vide Eesolution of the G-ov'ernment of India, dated the 29th 
April 1904, on Act X of 1904, p. o. 
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the RGsoliitioii on Act X of 1904, a rural society 
is liable to get^ within three years of its registration, 
a subvention from the State in the shape of loans 
of Rs. 50 at a time, provided that these amounts 
are only equivalent to the paid-up capital of the 
society and that in all the}?- do not exceed Es. 2000. 
No interest is charged by the State on these loans, 
nor are they repayable during the first three years 
of the society’s registration, but after this period 
they bear interest at the rate of four per cent 
per annum and have to be repaid by ten equal 
annual instalments. As declared in the aforesaid 
Resolution, the State realises the danger of 
obscuring the co-operative principle” by lending 
from State-funds, and so it has recently commenced 
to withdraw this support. 

We have seen at the beginning of this chapter 
the ruinous rates of interest that borrowers had 
to pay to money-lenders before the introduction 
of this credit in India. If we now compare these 
rates with those that borrowers have paid since 
the advent of this credit, we shall find a sub- 
stantial reduction. At the commencement of this 
movement, the rates of interest prevalent in these 
societies were as follows : 

On loans given to members, interest at and 
2 pies per rupee per month or 9| and 12| per 
cent per annum, that is, an average rate of 11 
per cent approximately throughout India was 
charged by societies. On loans taken from-' out- 
siders, interest varying from 4 to 9 per cent per 
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anEum or an average rate of about 6| per cent 
throughout India was paid by societies.^ On 
deposits taken from members, interest varying 
from 3 to 9 per cent per annum, or an average 
rate of about 6 per cent throughout India, was 
paid by societies.^ Since the year 1906, no statis- 
tics showing these rates appear to be available. 

The gratuitous service of members — excepting 
that of the accountant — has probably been for cent- 
uries an established custom in Indian joint- villages, 
and its continuance is only natural in co-operative 
societies. Accordingly, the State did not think it 
necessary to refer to such service in the Act. This 
custom is, however, very strictly regarded in 
societies throughout India. Generally, in societies 
where the work is heavy or no member is able 
to keep the accounts, a patwari or paid account- 
ant is employed, but where the transactions 
are few and a member can keep the books, his 
services are obtained gratuitously. In the best 
interests of co-operation, it is very desirable that 
this spirit of self-sacrifice should be always main- 
tained ‘in these societies, 

The registrar or somebody deputed by him 
inspects the accounts of every society in his jiro- 
vince atleast once a year. When the registrar 

^ In tliese figures it does not appear wlietlier loans from 
the State, which bear no interest for the fii'sfc three years, were 
considered or not. If these were not considered, then the rate 
would be lower than 6 J per cent. 

* Viue Report of the 1st Conference of Regi.strars of Co- 
operative Societies in India Itelcl in 1906, p. 6. 
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himself is unable to do so the accounts examined 
by his deputy are passed by him. This ofSciai 
audit is free and compulsory. An object of this 
audit is to inspire the confidence of members as 
well as of the financial market in the integrity 
of these societies and so help to establish their 
credit. 


The bye- 
laws of sooie- 
ties. 


The principles, we have now reviewed, are em- 
bodied in the bye-laws of each society as far as 
possible, but the latter vary according to the needs 
and circumstances of members in the various pro- 
vinces and also according to the type of society — 
rural or urban. They are generally found to be 
something like the following : 


1. A loan is granted only to a member and 
to the extent that it would be within his means 
to repay. This limit is usually fixed at about 
lis. 200 in small and Es. 600 in large societies. 


2. A loan is not given except against a pro- 
missory note or bond executed by the borrower. If 
the loan is so small, that it is amply covered by 
the borrower’s share or savings deposit, security 
is not always required, but in most cases one or 
two personal sureties are taken. 

3. Small loans have the preference over big 
loans. The former are made payable after the 
neraest harvest, that is, within six months ; the 
term of the latter extends usually to three years, 
but instalments against such loans are payable at 
each harvest. 
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4 Loans are issued generally for the liqui- 
dation of debts bearing usurous rates of interest 
and for the purposes of production by agriculture^ 
handicrafts and trade. 

The bye-laws of certain societies further permit 
the granting of loans for expenses of marriage, 
funeral and other ceremonies, but such loans are 
very judiciously granted. 

5. A loan is granted for a specific purpose and 
is forthwith recalled if not utilized for that purpose. 

6. Instalment and interest on loans are paid 
on due dateS; unless such dates are deferred by 
the society owing to a bad harvest. 

In certain parts of India, defaulters are charged 
an enhanced interest by way of penalty, which 
in Mysore was for a time half the actual rate of 
interest. In other localities, such as in the Madras 
Presidency and in the Central Provinces, loans not 
paid on due dates are renewed, provided the secur- 
ity remains good. In the Central Provinces, such 
loans are recovered through the civil courts if the 
security deteriorates.^ 

7. Each member has only one vote. 

This rule is found in all societies with unlimited 
liabilit}^ being in accordance with the Act. 

8. Members have the power to expel any mom- 
ber whom they have ceased to trust. 

^ For* a summary of this (piestion, refer to the paragraph on 
punctuality in p. 114. 
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The principles which govern the constitution, 
management and working of societies are also 
embodied in these bye-laws. 

All rural societies are constituted on a demo- 
cratic basis as their supreme autiiority is vested 
in the general assembly in which all members rich 
or poor have the same voice on the principle of 
' one man one vote.’ When a rural society is formed, 
the members assemble at a general meeting and 
elect a pancliayat or council of management consis- 
ting of a minimum of five and a maximum of nine 
members who are often selected from the best-to-do 
in the society. Sometimes the ablest men come 
into this selection. Then, from the pancliayat one 
is elected the president, another the secretary, and 
a third the treasurer or accountant. A separate 
/council of supervision’ consisting of a minimum of 
three members is also elected in societies which 
have learnt to work without the supervision of the 
registrar’s staff or have no such duties performed 
by the As service is gratuitous in all 

societies, efficiency of work could not perhaps be 
secured without the division of labour by the exis- 
tence of two councils in every society. The period 
for which these two councils are elected is generally 
a year. 

.The general assembly meets atleast once a year, 
and, in some provinces twice a year usually after 
a harvest. Its chief duties, besides the election 
of members for the two aforesaid councils,'' are to 
confirm the election of new members, to examine 
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the balance-sheet of the society, to limit the 
amounts to be lent to members and to be borrowed 
by the society, to fix the rates of interest on loans 
and deposits, to consider the inspection reports of 
the registrar, and to hear and take action upon 
any complaint that may be made against the two 
councils. 

The council of management meets atleast once a 
month — generally on the day of the full moon — and 
ofteiier when necessary to transact the regular busi- 
ness of the society. The duties of this council 
are to deal with applications for loans, to issue and 
recover all loans to borrow and repay money on 
behalf of the society, to keep savings accounts with 
members, to elect now members, to examine the 
books kept by the accountant, to check the cash- 
balance ill the hands of the treasurer, to prepare 
a balance-sheet of the society's transactions yearly 
or half-yearly, to take action upon the report of 
the supervisors, to see that the members adhere 
to the bye-laws and generally to conduct the busi- 
ness of the society. 

Up to the present day, few rural societies in 
India utilise the services of supervisors, but when 
they are employed, their duties are to see that 
loans are applied to the purposes for which they are 
taken, to report to the panchayab cases of* the 
misapplication of loans, to inquire from time to 
time into the financial position of borrowers, to 
report to the panchayat any case of deterioration 
in this respect, to check occasionally the cash- 
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balance in the hands of the treasurer, and generally 
to keep an eye on the material and moral condition 
of the members. 


The feder- 
ation of so- 
cieties. 



When Go-operative societies came into existence 
in India, they began to feel like the Raiffeisen 
societies in Germany the need of a greater co- 
operation, and so after the manner of the Raiffeisen 
federation, they have begun to form unions of 
their societies. This organization has in view the 
two-fold purpose of the founder’s system, and, 
consequently, two distinct methods. By the one 
method, societies are being centralized into ‘unions’ 
with the object of having facilities for supervision 
and control; by the other societies are being united 
into ‘ banks ’ for the purpose of balancing funds 
and of obtaining finance by increased credit. “ As 
regards the relative value of a central bank and 
a union,” says the Registrar of Co-operative 
Societies in the Punjab, “ the former is usually of 
more use for the, supply of money during the first 
year of co-operative work in a district: later on, 
unions are more valuable as organizations, inas- 
much as they are purely co-operative and more 
sympathetic in character. Experience shows that 
there is no reason why both should not exist 
together harmoniously in the same district. 
Whether one or the other or both should be started 
depends on the circumstances of each district/’^ 
It may now be observed that the two methods of 

^ Vide Report on the Working of Co-operative Societies in 
the Punjab for 1912, p. 4. 



CO-OPERATIVE CREDIT IN INDIA 


133 


organization, unions and banks, are based on limited 
liability. Unlimited liability could not possibly be 
used as the basis of a federation, for the obvious 
reason that societies — which form almost entirely 
the units of federation — cannot know one another 
in the same way as the members of a society. 

The details of this scheme of federation were Details of 
explained by a sub-committee appointed to consider 
this subject in the 5th Indian Co-operative Con- 
ference, and, the following extracts from the pro- 
ceedings of that Conference may be recorded. 

“ The societies have formed themselves into unions, 
the object pf which is to create by co-operation 
greater confidence. The union is confined to a 
circle equal perhaps to an area of four or five dis- 
tricts in this country. The object of the union is to | 
take common counsel, to discuss questions of common ' 
interest, to teach co-operative principles and keep 
them pure, and to afiix a hall mark on affiliated 
societies, which adds much to the confidence felt 
by the public. Bad banks are excluded and the 
general standard is raised. The unions are divided 
into sections (or sub-union sections dealing with 
small areas) each with its own committee and these 
sections inspect the societies within them on behalf 
of the union. Each section employs an inspector 
and the area is not larger than such an inspector 
can personally control The section charges a fee 
for each inspection to defray the expenses. The 
Germair law like the Indian compels societies to 
submit to ins|}ection, but the Law permits inspection 
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by ofiicers appointed by recognized bodies of which 
the union is one.” 

Where the societies have a central bank of 
their own, that is, a central bank in which they 
themselves hold all the shares, the delegate to the 
central bank and the delegate to the union 
are frequently one and the same person, and con- 
sequently the two bodies really become closely 
connected. The central bank fully understands the 
value of the union s inspection and in ail its tran- 
sactions trusts implicitly to it. There are cases 
where the central bank is an outside body, but 
there too the value of the union's hall-mark is 
appreciated and the central bank lends almost 
entirely on the union's recommendation. The union 
itself, however, has no financial constitution nor 
does it guarantee the financial transactions of any 
society. * ^ The sub-committee are of opinion 
that the two questions (a) finance (Jb) control and 
supervision should be separately dealt with. With 
regard to control they are of opinion that if the 
movement is to be made a success, the societies 
must co-operate with each other for their mutual 
benefit in the same way as individuals co-operate 
in societies. The object of such co-operation will 
be to take common counsel, to discuss questions 
of jcommon interest, to teach co-operative principles, 
and to so maintain these principles pure in the 
aSiliated societies that the fact that societies belong 
to the federation will affix to them a hall-mark of 
sound co-operation. To .accomplish this end the 



CO-OPERATIVE CREDIT IN INDIA 

societies must submit to an inspection of their 
accounts and working by the representative bodJ^” 

“ The sub-committee are further of opinion 
that this body may ■without objection be united 
with a central bank provided the share-holders 
of this bank are the societies themselves, and they 
are inclined to agree that this principle should be 
followed even where a few individual share-holders 
are introduced into the central bank with the object 
of securing better management. Where, however, 
the central bank is a joint-stock concern, the 
share-holders of which are individuals and not 
societies, or in -which the individual share-holders 
predominate, there should be a union of societies 
distinct from the central bank. Several members 
of the sub-committee expressed the opinion that 
the union as such should have no financial consti- 
tution and should not make itself responsible in 
any way for the debts of affiliated societies; but 
inasmuch as three provinces — Madras, Central 
Provinces and Burma — have organized unions which 
do not finance but yet guarantee, they consider 
that it would be well to await the reports of these 
provinces on the working of unions of this kind 
during the next year before passing any definite 
opinion on the subject.” 

With regard to finance, the sub-committee 
agree with the finding of the 3rd Conference that 
central banks registered under the Act should be 
organized as joint-stock companies with limited 
liability. The share-holders should be the societies 
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' Audit and 
inspection. 


Progress of 
this move- 
ments 


alone and the central hanks .should exist wholly 
for the benefit of their share-holders and should 
make loans only to societies which are share-holders. 
Where, however, it is impossible owing to the 
backwardness of the people to obtain the necessary 
business management, there is no objection in the 
first instance to admitting a small number of indivi- 
dual share-holders, but loans should not be made 
to such individuals.'’^ 

The objects of this federation will now appear 
to be the same as those of the Eaiffeisen union in 
Germany, and, it also appears that the most suit- 
able methods are being adopted by this federation 
to reach its ends. It i>s doubtful, however, if the 
audit and inspection of societies could be placed 
entirely under the control of unions and banks 
recently formed. The subvention of the State may 
be withdrawn, but State control over audit and 
inspection should continue for a few years in this 
country where confidence which is the basis of 
credit arises partly out of the hand of the State 
in this movement. Even in Germany and certain 
parts of Europe, where the sources of trust are 
in the people, the State recognizes the duty of a 
direct control over audit and inspection. 

We shall now see how remarkable has been the 
progress of this movement in India., as compared to 
the growth of co-operative credit in Germany. In 
Chapter II we have observed that within nineteen 

^ Vide Proceedings of the oth. Conference of Registrars of 
Oo-operative Societies in India, pp. 18 — 21. 
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years of its origin only four societies were formed 
by Raiffeisen in his own coimtiy. The following 
table will show the position of this credit in India 
during the year 1911-12 which was eight years 
after its inti’odnction hercd 


Societies 

Their 

number 

Number of 
members 

Working 

capital 

Profits of 
the year 




Rs 

Rs 

Unions and Banks 

120 

11,361 

1 07 1 lakhs 

2,05,183 

Urban Societies... 

495 

67,097 

53J- „ 

2,44,370 

Rural Societies ... 

7,562 

324,860 

182-i „ 

6,27,689 


It appears that the success of co-operative credit in 
this country has so far been due in no small 
measure to the efforts of successive registrars in 
the provinces. But the future of this institution, 
which should form an important section of the 
Indian economic structure, as joint-villages were 
for centuries, will depend upon the trust which 
the financial market can have in the management 
of these societies and upon the limit which their 
members can put to their natural selfishness. 

^ Refer to S!f.atemen(.s Hhotmug progress of the Co-operatioe 
Movermnt in India, 1011*12. pp. 1 — 3. 
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CBSDIT IN EVOLUTION 

Cubing the nineteenth century the develop- 
ment of means for transport and cornmimication, 
resulting in an extended system of exchange, has 
led to a feeling of ti’ust among men -which they have 
found essential in their business transactions. This 
feeling has infected all classes — producers and con- 
sumers, employers and employees, merchants and 
traders, bankers and depositors, landlords and ten- 
ants — since it has enabled them to transact business 
•with one another, overcome difficulties and improve 
their wealth which they could not do individually. 
In fact, it has been realized in modern times that 
the growth of human welfare is due not merely to 
individual effort hut also to the interdependence 
of men which is a complex and world-wide process 
sustained by the spirit of trust. 

Previous to the introduction of the railwa}^, 
steamship, postal and telegraph services, commerce 
or exchange Avas in an undeveloped stage and men 
Avere comparatively ignorant of the conduct of their 
felloAV-beings. It was then customary for each in- 
dividual to safeguard his Avealth by secret hoarding 
or By personal employment. Gradually people began 
to knoAV more of one another’s actions and to ex- 
change goods and services rather freely. This led 
them to have more confidence among themselves 
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and to entrust one another with wealth which they 
could not themselves iitilizo. So, when they were 
unable to employ their savings in personal under- 
takings, they began to invest them as the working 
capital of governments, municipalities and joint- 
stock companies. Then they learnt to deposit their 
savings with bankers and to lend them to private 
individuals with or without material guarantee. All 
this trust in the conduct of reliable men has at last 
created a special machinery by which the wealth of 
advanced communities is expanding very rapidly 
compared to its restricted growth in the past. 

Now, the machinery founded upon this spirit 
of trust is no other than the credit system, and, 
if we had to state precisely how this system has 
arisen, we should say that, although it had its 
germs in the moral and material propensities of 
men, it has evolved principally out of the facilities 
afforded by transport, communication and commerce. 
The existence of money has also played an import- 
ant part; in its evolution and it is evident that 
the institution of banking has made it an organized 
system, as we shall see gradually. But it is im- 
p'''obable that any processes, other than those 
.^hich have helped men to know and to develop 
one another’s conduct in business, could have 
contributed so largely towards the evolution of 
credit. We observe, for instance, that the germs 
of this credit existed in the ancient and middle 
ages — the lending of cattle, food-stuffs, and even 
money, generally for purposes of consumption, being 
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a practice among people living together — also, 
that money of the metallic type at least had been 
in use at the same time, but no great and useful 
system evolved out of these germs during those 
centuries. Yet vvdien facilities came into existence 
in modern times for men to become widely ac- 
quainted with and to improve upon one another’s 
conduct in business, credit developed with the 
help of money and banking into an extensive 
and intensive system which has proved a great 
help to production. Have we not seen also that 
co-operative credit would not have originated with- 
out its germ of unlimited liability, a method which 
could not begin without the members of its 
organimtions knowing one another’s character? 
It was essential, therefore, that men should have 
improved their knowledge of human conduct before 
confidence could arise between man and man, 
and, without some mechanism by w-hich this con- 
fidence could be utilized in business, credit was not 
developed into a system. 

Credit is a process in the exchange of wealth 
based on confidence. Its process is observed in eco- 
nomic life but its basis of trust dwells in the mind. 
This trust consists in the belief which a lender has 
in the reliability of a borrower or in the confidence 
which a borrower obtains from a lender. In the 
fonner sense, the lender is said to 'give credit’ and 
in the latter the borrower is said to 'have credit.’ 
Yet to utilize credit does not constitute an essential 
agency in the production of wealth. Nature, labour, 
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and capital are the essential agents of production, 
but these v/ork in various forms, methods, and stages. 
Now, credit is only the method which exchanges 
money or goods, that is, present wealth, for a pro- 
mise to get on a future date its value which is fu- 
ture wealth. Credit is also used to obtain labour on 
the understanding that its value will be paid on a 
fixed date. These being its primary functions, credit 
has been defined as “ the exchange of present wealth 
for future wealth.”^ Hence, the real place of credit 
in economic life is in the exchange of wealth, and 
we have already seen that credit has evolved out 
of the same formative influences as the system of 
exchange, although it is an advanced stage in this 
system. 

The histoiy of credit shows that in the ancient 
and middle ages loans of cattle, food-stuffs, and 
money were given to neighbours usually for pur- 
poses of consumption and not with the object of 
helping production or with any definite knowledge 
that this object was attainable to any degree. It was 
for this reason that interest on money so lent was 
condemned as usurious by moralists and the canon 
laws.^' Particularly in the middle ages, St. Thomas 

^ Vide Gidc’s “ Principlefs of Political Economy,” (1912) 
p. 356. 

“ A credit transaction,” says Professor Ely, “ is a transfer of 
goods, services, or money, for a future equivalent ,” — Vide ‘‘Oiit- 
lines of Economics” hy Ely, Adams, Lorenz and Young (^912), 
p. 243. 

® What is now understood as ‘ usury ^ was denounced not 
only by the canon laws of the Christian Church, but also by 
the codes of the Hindu and Mahommedan Religions. Adverse 
allusions to usury are made in the Dhanna Bhmtras of the 
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Aquinas and the canonists failed to see how any 
hire could be paid for wealth that was consumed 
apart from the return of its value. Probably, the 
canonists argued on economic grounds no less than 
on ethical principles, for, according to our modern 
prodiLctiviiy theories — ho\vevGr incomplete these 
may be — interest on money could not be conceived 
unless money was productive, just as wages could 
not arise if labour was unproductive. To understand 
their objection, we must also realise that the canon- 
ists were conscious of the economic conditions of 
their day, namely, that loans of money -were very 
scarcely utilised for productive purposes, but that 
land and other natural products served generally as 
the materials of production. It is true that in their 
day, capital was utilised in a more elementary con- 
dition than it is at present, and that productive 
w^ealth had not developed to its present position 
■where it is centred more or less in money. At the 
same time, production was not carried on to such a 
vast extent as it is in modern times, and money 
lent on trust — that is, monetary credit — was rarely 
used for such production. As ^ve have already seen, 
credit was then used generally for purposes of con- 
sumption. Gradually people found that in order to 
utilize trust in business transactions, atleast to give 
loans as an aid to production, future wealth could 
not cbe ignored, and that some value should be 

Hindus, and the Code of Manu prescribed a rule against it known 
as dmidupaL Mahommad also directed certain reg^ilations 
against usury which are mentioned in the Koran, 
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placed on it. So, from these considerations credit 
instruments were devised, and, since then credit 
began to be used as a process to help production. 
Here we also realise that, besides the means of 
transport and communication, the introduction of 
credit into purposes of production has brought about 
a new environment for credit and helped its evolu- 
tion to no small extent. It is also very probable 
that credit in production has certain features dis- 
tinct from credit in consumption which have not 
been specially ascertained as yet. 

There is scarcely any doubt that credit, in its 
present advanced form, is a process in the system of 
exchange which dates since the appearance of credit 
instruments, and that all the functions of credit 
are not yet known, just as all the functions of 
electricity have not yet been ascertained, because 
neither of them has been observed under all its 
possible conditions of existence.^ John Stuart 
Mill, observing the misconceptions that existed in 
his time on the subject of credit, makes the follow- 
ing statement : “ It seems strange that there should 
be any need to point out, that credit being only 
permission to use the capital of another person, 
the means of production cannot be increased by it, 

^ As compared to physical conditions, economic circum- 
stances seem more difficult to study, because the physicist 4nay 
experiment at will in his laboratory, whereas the economist has 
to pitticntly observe or actually experience conditions in business 
iit‘c, for there is no laboratory for the economist except the busi- 
ness w^orld. Moreover, the physicist, the chemist or the botanist 
deals wouh more concrete conditions than the economist can 
expect to do. 
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but only transferred.” He further saj^s that '' credit 
is but a transfer of capital from hand to hand,”^ 
Although it appears that the functions of credit, 
as we have already seen, are merely to exchange 
wealth and not to increase it, it is obvious that 
these functions produce utilities.^ So that while 
credit in itself does not produce wealth, the process 
gives rise to utilities that contribute towards the 
growth of capital^ a result which is largely observed 
in the business world and admitted by many recent 
writers. If we now examine carefully the state- 
ment of Mill, we shall see clearly the inference that 
as credit in itself is not capital, it cannot add to the 
means of production which capital possesses. But 
by saying that "the means of production cannot be 
increased by it, but only transferred,” he could not 
have implied that the means of production or the 
functions of capital so transferred would cease to 
operate by the mere change of hands. On the 
contrary, wo find from experience that debtors 
generally utilize capital more productively than 
their creditors, since they pay interest and yet profit 
by their credit transactions. Obviously, the difficulty 
of understanding the utilities of credit in production 
existed even in the days of Mill 

Since credit instruments have come to possess 
exchange value, that is, since they can usually 


^ Vzde Mill's “Principbs of Political Economy,'’ Book III, 
Chap. XI, § 1 and 2. 

- It is well known that credit satisfies certain '“economic 
Wants which are its utilities. 
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be exchanged for money, and, as money owing to , The confu- 

its universal oxchringeability represents all forms credit and 

of capita], credit is (.>ftcn identified with capi- 

tal. Homy Dunning Macleod, a very exhaustive 

\yritGr on credit, appears to have had this mis- 

apprehension.^ But credit is not capital, since it 

is merely a process by which capital is obtained 

for a time. Of course, a credit instrument may be 

looked upon as a representative of capital, but the 

fact tliat the creator of tin; instrumoBt does not 



become the permanent possessor of the capital it 
represents is a proof that credit is not capital. If 
wo regard credit in the subjective sense, that is, 
as confidence in the mind of the creditor, it is abs- 
tract. If we look upon it in the objective sense, 
that is, as a process in the business world, then 
also it is abstract. Now, how can credit which is 
entirely abstract be the same as capital which is 
essentially concrete ? Even if we admit the new 
concept of capital so ably propounded by Professor 

^ “ r^Torooveu, wc see,” observes Mr. Macleod, “how ^joni- 
pletely jMill is in error when lie says that credit is ne.vcr an^y- 
tliing else than the transfer of capital. Credit is used to an 
enoriiious extent to purchase labour just as money is, and credit 
is also us./d to i\ri enormous extent to piirehasc other credits. 
* ^ Vi 1011 neariy forty years ago, v-c said in a former work 
that credit is cripiial, there was a. shout of scorn and derision 
from uiany wa iters in England and France .” — Vide MaclcrKF-s 
“Theory of Credit,’' pp. and. o 57 . 

“ The debtor or burrenver nmst always be r*ogardcd as the 
creator of a credit instrument. The debtor makes out Che 
instrument in the case of a government notes bank-note, bond, 
and promissory note. In the ease of a bill of exchange, the 
debtor directs the creditor to draw iii> the bill wTiicli he then 
accepts. Only in the case <jf such bills payable at sight, the 
debtor’s acceptance is not needed, but without his direction 
no bill of exchange can be drawn. 
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« J. B. Clark — tliat capital is a kind of abstract fund, 
a draft of value on society, which is readily conver- 
tible into concrete commodities — we must realise 
the differouces between credit and capital. It w-ould 
be needless to enter into a discourse on this s-;il)ject 
which has been very clearly exposed by some recent 
writers.^ 

There seems, however, a need to designate more 
clearly than is usually done certain forms of credit 
which are to be met with in the present system of 
exchange. Unless this clearness is attempted, con- 
fusion is apt to continue with regard to the credit 
system. It is first necessary to have a definite 
concept of credit before we can use it as a standard 


^ “Mr. Macleod 1ms acquired some distinction,'’ observes 
Ib'ta’e.ssor (Jide, “as an advocate of the tliooiw tliat credit instru- 
moiits are real wealtli, true capital. * * Credit instnimeiits un- 
qiiestionabi}' jiossoss excliaiige value, and would tlierefor(3 fall 
under the head of wealth. But his definition is wrong. If every 
credit instrument really constituted wealth, it woidd lie possible 
to doulile llie wealth of any community by simply having each 
citizen lend his estate to his neigliliour in exchange for a note.’’ 

“'Mr. jMaoIeod maintains that these instrument's at least re- 
present future weuM-h. This is true arid exactly what we liavc 
spfid ; l)ut the very fact that they are future urr/j'/k rnat:es it 
illegitimate to count them as ci'iHiu'j irealth. N\"iien rlioy have 
bocorue present wealth, they will be counted. Until then tlierc* 
will always be tliis important difibrerice between present and 
future wealth : the former exists, ^v’her•ea■s the latter does not 
exist. * * Professor Lcroy-Beaulieu remarks that Alaeleod's 
theory is like maintaining that 'whenever a person is reflected 
ill a mirror, there are two perstms instead of one .'’’ — Vide Gide's 
“Principles of Political l^conomy,*' (1912) pp. 3f >4-307. 

“It must be clearly asserted at the outset," says l^rofessor 
Scager, “that credit is not capital. It may enable the person 
who enjoys it to secure capital. It may eveii, to the extent that 
it serves equally well as the medium of exchange, take the place 
of capital in the form of standard money. But it is not itself 
capital. Nevertheless, interest is paid for its use foiyexaetly the 
sanie reasons that it is paid for the use of standard money.” — 
Vide Seagei'^s “Introduction to Economics,” (1907) pp. 333," 334. 
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among its existing foians. Credit on the part of] 
the lender is based on trust resulting usually from, 
the solvency and hoijcsty of the borrower, and, on 
the part of the borrower it implies a promise to 
ropaj^ on duo date. Apart from the promise of the 
borrower, hiwS solvencj?’ and integrity operate as se- 
curities in the mind of the lender. Now, the sol- 
vency of the borrower is determined either by his 
personal or impersonal assurance, the latter being 
usually a collateral security implying the pledge of 
a credit instrument of somebody more solvent than 
himself — that is, the stock, debenture, bond or lull 
of a government, municipality or joint-stock com- 
pany. Although bonds, stocks and debentures are 
supposed to indicate special solvency, they are known 
as instruments of credit. In their cases, credit is 
given not merely for the possession of wealth but 
for the tn.xth and accuracy of their representa- 
tions. This means that in vsecuritios there is con- 
fidence not only in the solvency but also in the in- 
tegrity of the debtor. The fact which must he kejxt 
in mind is that credit instruments arc usually tak- 
en on pledge even Vvhen securities are required, and 
that in practice these securities do not go bejmnd 
personal assurances. Brieflj?- expressed, this is the 
accepted view of credit, because it applies to condi- 
tions under which credit usually operates in the 
business world, ^ Accepting the trust based on perso- 
nal assurances as the ordinary basis of credit, ivhen 

^ Refei;riiig to a function of credit, Mill remarks “tlie con- 
iidenee on %vliich credit is grounded.” Vide Mill’s ‘‘ X’rinciplcs 
of Political Economy,” Look III, Chap. XI, § 2. 
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loans are given against security with possession of 
capital goods — such as stock-in-trjide, merchandise, 
machinery, mills and ho ordinary basis of 

credit entirely vanishes and capital takes its place. 
The introduction of capital further deprives these 
transactions of another i«:!p=.;i‘rnv'.i. fe.-iviir': of credit 
Kisk. and that is risk.^ Now, there is neither any trust nor 
risk in these transactions in which the lender takes 
as scciiritj’' caj)ital of greater marketable vrJuo than 
the value of the loan, a rinargin’ being generally 
kept by him in such transactions. There are, of 
course, different degrees of trust as evident from, 
the different forms of credit, but a difference in 
degree cannot imply a difference in kind, that is, 
trust cannot be replaced by capital Hence, these 
transactions should be regarded, if not of a sep- 
arate method 'in exchange, at least as the low 
types of a system which has evolved, far higher 
types with a larger basis of trust. Although these 
low types may continue to exist in the system of 
exchange, the question is whether they are entitled 
to a place in the credit system ? 

Credit is The terms rimpersonar or 'rear as against 

essentially a . i j ji-j. • j. i p • 

transaction p^i'sonal credit introduce some confusion in this 

between per- ; 

sons. Professor C4ide observes that “the lender always must have 

more or less confidence in the borrower.” Vide (Hdc's “Prin- 
ciples of Political Economy,*' (1912) p. 358. 

Defining the nature of credit, Professor Seager states that 
“the only condition essential to its use is confiden.ee on the isarfc 
of the creditor.” Vide Seager’s “Introduction to Econoinies,*' 
p. 323. 

^ “He always incurs more or less risk,*’ ol)scrves Professor 
Gide, referring to the lender. Gide’s “ Princ;ipies‘‘of Politi- 

eal Economy,” 1912, p. 358. 
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subject. They seem to be contradictory, and, coiisc- 
queutl}^, unscientific. Wc must first explain that 
from its origin and development credit is essentially 
a personal transaction. Credit is unquestionably 
given for socui'ities both impersonal and personal, 
sucli as solvency and integrity; but, owing to the 
acts of trust, promise and payment of interest, a 
credit transaction cannot tiike place between a len- 
der and something impersonal. vSo, credit caimot 
be 'imporsonar but a security may be so. llcmcr, 
eredit is given to and not to gooJsj and 

when it is given entirely for goods, it is given 
to the possessor. Xuw credit being essentially a 
2)Grsonal transaction and having its basis in trust 
with an element of risk, what is sometimes termed 
as ' impersonal ’ or ‘ real ’ credit does not seem 
different from real discredit, when it is compared 
to the higher concept of credit. This so-called 
‘impersonal' credit, moreover, Sails to serve two 
useful functions in the credit S 3 ^stem. It is obvious 
that a loan given on the seeurity of capital is an ex- 
change of present wealth for present wealth and 
7iot an exchange of present wcalt for future 
wealtlC which is tlie most important function of 
credit. Again, a more visible difference is noticed 
between ‘ personal ’ and ‘ impersonal ' credit in as 
much as the latter does not give rise usual]}?' to 
negotiable instruments by virtue of which ciTidit 
performs another important function, that of a 
medium of exchange. The reason why this credit 
does not give rise to such instruments is that busi- 
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ness men vill not be inconvenienced with the 
transfer of possession from hand to hand of matorial 
securities.^ There is^ of course, an instrument of 
' impersonal ' credit which is negotiable, and that is 
a ' documentary bill ' or a bill of exchange accom- 
panied by shipping docii merits. This bill is nego- 
tiable, that is, saleable, if the shippers of tlie con- 
signment are trustv.- orthy, but not otherwise ; and, it 
is negotiable for the simple rcfison that the poss- 
ession of the goods need not pass from hand to 
hand,, since during negotiation they are in charge 
of a steamship company which delivers them to the 
last buyer. If delivery and possession of the goods 
had to be given after each sak', this bill would 
seldom be negotiated. But although a documentary 
bill is negotiable, it cannot serve as a medium of 
exchange, that is, it is not accepted in payment 
for the purchase of goods and services or for the 
liquidation of debts so readily as instruments of 
personal credit, such as government notes, bank- 
notes, checks and drafts/*^ 

^ It is possible for ‘impersonal’ credit to be converted into 
bank credit and thus be made negotiable, but then the credit 
that would circulate would not he ‘ impersonal ’ credit but the 
credit of the bank, which, being without any of its material 
security, must be regarded as personal credit. That mortgages 
do not give rise to negotiable instruments is well known, and 
mortgages form a portion of ‘impersonal’ credit. “But it is 
extremely doubtful,” says Professor (Ude, “ -wliGther any 
system no matter how ingenious, will ever enable the holder of a 
mortgage to negotiate it as easily as he could commercial paper ; 
this would be contrary to the nature of things, for a mortgage 
will always to some extent partake of the immobility of the 
land upon which it is based.” Vide Gido’s “Principles of Poli- 
tical Economy,” 1912, pp. 393,394, 

Among the people of India, the credit system is "still un- 
developed, They have little confidence in one another and true 
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Perhaps the most reasonable view that ina,y be A _ crude 
^ ^ typo in the 

taken of ^impersonal' credit, as we Iiave already credit sys- 

suggested, is tliat it is a crude form in the credit 

sj^stern in which more perfect fori ns are developing ; 

or personal credit in CH>u)pii.rat.ivL‘ly sciirco in btLsiness life. Alos^t 
of the credit that is ^^dven is ba.sed on the security of lauded 
property, je^rcilery and otlier g'>!.Kls on vrhic.-li a high margin 
is kept by ihianciers. Peasants get loans t'nini nioney-lendcrs 
generally' on the security of their standing er(jps at ruiirms rates 
(h' interest. Jdie lack of mutual eonfidenee among t]ie_ pL-<)|i;(.' 
is also displayed by the custom of hoarding gold and silver 
in the form of jewellery and sovereigns. Although a reason 
is shown for this custom by pointing to the fact that women in 
this country do not inherit real property, and so. they must 
put by a hoard of jewellery, this reason "does not prevent the 
custom from being a serious drawback to the flow’ of capital 
wliich is a vital necessity to our economic development. If on 
the other hand, we say tliat we have little confidence in our 
business men we come nearer the truth, but wo do not solve our 
difiiexilties. Generally speaking, our economic diflioulties arise 
from the co-existence arid i5it:rL'Ac‘.i''.n of many evils, of which 
the principal ones are the low standard of material wants, the 
insTiliiciency of wealth compared to ijopulation, the antiquated 
metliods of industry, the timidity of capital duo to want of mu- 
tual eonfidciKje, and the absence of business etiicioiiey wliieli in- 
oludes several shortcomings. Observing the recent failures of 
Indian hanks in the Punjab and Bombay Presidency’, it would 
appear that the lack of business eiliciency — including a proper 
course of business conduct — is not the smallest evil. If the 
directors of tliese concerns idealized how’ a bank should really 
bo a manufactory of eonfidenee, there would not be so much 
loss of the savings of the poor, nor such Ifiasti ng of hopes for 
similar enterprise in the near future. It is alssurd to thijik 
that fovreign countries will lend us capital when our own people 
cannot have more trust in our business ]ne;i. Perhaps the only 
portion that may be excused in the unproductive pivictice of 
hoarding is the accamulation of sovereigns, because tliis seems 
to be taking place in obedience to Gresham's Law’. But even 
these sovereigns inust surely come into use as capital wdiieh is so 
much needed in India. Our actual experience of industry and 
commerce in this country for many years induces us to refer to 
a few facts hero which lie at the root of our present economic 
situation, but these facts are too intricate to be touched upon 
lightly. India is at present passing through some reinarjfal>le 
phases of industrial evolution wdiich need a very full and careful 
investigation. In our present economic phenomena, we must as- 
certain first tlic conditions tliat are co-cxistent, then those tliat 
are iiitci-actionary and those that Jire related generally as ante- 
cedents and consequents. We should then be able tu discover 
the ultimate determinants of our economic position. 


152 


TI-IEOKY OF CO-OPEIIATIVE CKEDiT 


for, when we stnchr the evolution of this sysici.ii, wo 
find that its progress has been from the stage 
when men were ignoi-ant and distrustful of the 
business conduct of their felloAV men to its present 
development when they are more enlightened and 
trustful regarding this conduct. Hence, credit is 
Ijrogressing from distrust to trust with regard to 
persons. The latest development of the credit sys- 
tem, namely^ co-operative credit — being based on 
the highest form of personal trust so far known — is 
an evidence of the direction in which credit is 
moving. Evidences of this direction are also appar- 
ent from the increasing use at the present day 
Tlifi pm- of bank-notes, drafts, promissory notes, accoinmoda- 

gress of ere- . , i * 

dit. tion bills and other instruments representing per- 

sonal credit in the United States of America, 
Great Britain, France, Germany, Italy and oilier 
Western countries. If these facts be insufficient 
as the data of our inference and the purpose of 
credit is in the opposite or in a very different direc- 
tion, how is it that 'impersonal’ credit has failed 
to display some important functions in the credit 
system and has remained so long undeveloped ? It 
is quite possible, and even probable, that ' imper- 
sonal credit will continue to exist as a form suitable 
to communities in Avliich men have little trust in 
one another owing to their industrial inefficiency 
under immature economic conditions or to their 
moral degradation brought about by keen competi- 
tion, but that ' impersonal ’ credit is a crude stage 
in the credit system can scarcely be doubted. 
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If we were to consider the ntiiity of trust in 
economic life, we should find that, not only does it 
constitute the foundation of credit, but that without 
some confidence, however small it may be, no busi- 
ness is actually transacted. A high degree of trust 
is certainly essential before a loan of money can be 
given, but without a little confidence in the seller of 
a commodity, a purchase is seldom efiected. When 
buying a new article, the consumer must have 
some faith in the dealer, the dealer in the merchant, 
and the merchant in the manufacturer. Even people 
who have a vague idea of the utility of trust, bu}’' 
generally from shop-keepers on wdiom they can place 
some reliance. These people believe that such 
dealers will not sell them inferior goods nor charge 
them prices above the market rates. Moreover, we 
observe in the business world that an entrepreneur 
scarcely ever engages the services of an employee 
unless he believes him to be trustworthy, and so, 
can take him on trust regarding his future conduct. 
Thus, the good faith upon which business relations 
between producers and merchants, consumers and 
shop-keepers, masters and servants, landlords and 
tenants depend, goes to show that the use of trust 
in economic life is more extensive than we generally 
suppose. At the same time it is obvious that this 
confidence — required in the business world gener- 
ally — is of a very low degree compared wdth that 
upon which the credit system is founded. 

In ihe study of credit, w^e could not ignore the 
relations of credit with the system of exchange, at 
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How money 
is connected 
with credit 
as a measure 
of value. 


least how it has become connected with money and 
how it has developed the banking system. We shall 
see first wdiat connections credit has -with money. 
Just as the value of present wmalth — that is, goods 
and services — is measured by money, so the value 
of future weali-h — that is, credit — is also measured 
by money. Business people speak of giving and 
having credit to the extent of sums counted in the 
standard coin of their countiy. In England manu- 
facturers speak of giving credit to merchants to the 
value of £1000 or £2000, in the United States mer- 
chants speak of having credit Avith manufiicturers 
to the extent of S4000 or 85000, in India bankers 
say that this buyer’s credit is Avorth Rs 5,000 or 
that dealer is good for Rs 3,000, and so on. This 
manner of estimating credit shows that money is 
related to credit as a measure of value, or, that 
money measures the value of credit.^ Of course, 
money is the most conA-enient measure available 
for this purpose. But w^e all know that in point 
of accuracy money cannot be compared to a measure 
like the foot-rule or the pound avoirdupois, as 
the value of money is in itself subject to fluctuation. 
At the same time it must be admitted that all 
measures are not absolutely rigid, since many of 
them are liable to slight variations. Stability of 
value is, however, one of the indispensible qualities 
of money, and so w^e may say that money is the best 


‘^Credit or borrowing power,” observes Professor David 
K^inley, “is usually, if not always, expressed in U:erms of 
money.” Vid^ Kinley’s “Money,” Hew York, 1909, p.l99. 



CREDIT m ETOLUTION 


155 


available measure for the value of credit.^ If it is 
now asked how credit is primarily estimated, we 
should say that as the estimate of j)resent wealth is 
based on the degree of its desirability, so the esti- 
mate of future wealth is based on the clogroe of 
confidence which the lender has in the borrower. 

Apart from the connection which money has 
with credit as a measure of value, that is, as a 
standard for the relative estimation of exchange 
values, by the invention of credit instruments 
another connection was formed between money 
and credit. When these instruments were per- 
fected and began to circulate almost as readily 
as money, credit served as a medium of exchange — 
as an intermediary in the purchase of goods and 
services — which is to a great extent the principal 
funciicn of mone3^ In ancient times various com- 
modities have served as money, that is, as the inter- 
mediary commodity — cattle in Greece and Rome, 
rice in India and Japan, salt in Africa^ tea in 
China and tobacco in Virginia. But none of these 
commodities had the qualities l.h:;'.;.- good money 
should possess. So the precious metals, having 
most of these qualities, were gradual!}^ brought 
into use as the materials for money. Then, by 
tlie circulation of credit instruments in modern 
times, it has come to be realised that, since these 

^ Stanley Jevons in his well-known hook on IMonc}" and 
the Mechanism of Exchange ” attributes seven qiiiilities to tlie 
material of money — utility and value, portability, indestruc- 
tibility, iiomogcnoity, divisibility, stability of" value, and 
cognizabiiity. 
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Credit as a 
medium of ex- 
change can- 
not always 
satisfy pre- 
sent value. 


instruments are the representatives of money, credit 
can act generally as a medium of exchange as well 
as money ; this means that credit can act not only 
as a medium for the purchase of goods and services, 
hut also for the liquidation of debts. Still the power 
of credit to satisfy present value cannot always be 
as great as that of present wealth. Indeed, we 
must here add that in ordinary times credit serves 
as a medium for the jjurchase of commodities and 
the liquidation of debts. But in times of crisis 
when there is a decline of the credit system — 
which reminds us somewhat of the nervous system 
in the human constitution — transactions previously 
effected through the medium of credit become 
paralysed. Only the purchase of services continues 
to work on the basis of credit, though not to such 
extent and vigor as before. Then confidence has to 
be restored by the infusion of gold in the nervous 
centres of finance to resume the normal conditions 


of business, and only then does credit serve again 
as a medium of exchange. Having observed the 
ways in which credit acts like money, wc shall now 
see in what respects credit has evolved to a position 
as good as money, also how money and credit have 
become mutual substitutes in the exchange system 
of modern communities.^ To understand how this 
development has taken place, we must know first 

^ Because money (current coins) and credit (credit instru- 
ments) have become mutual substitutes, we cannot argue that 
they are identical. When two things can be interchanged 
at will in a market, all that ^VQ can say is that they have an 
equal value. But it would be absurd to say I'or this reason 
that they arc one and the same thing. 
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the principal forms in which coin and credit circu- 
late in modern states. 

In all modern states, standard and token coins 
arc issued by the government. Standard coin is that 
which constitutes by its value the standard for the 
estimation of the values of all other money — whether 
metallic or paper — in the country. Coiisequently, 
the values of the latter are measured and regulated 
by the value of the former. Also the superior 
position of being regarded as a ‘legal tender' is 
conferred by the state on the standard coin for 
the reason that its intrinsic value is strictly equal 
to its face value. Without this condition or its equi- 
valent, no money could be made a legal tender in 
any sound monetary system.^ The identit}^ of met- 
allic and legal value in the standard coin is main- 


vStancIard 

coin. 


1 An equivalent of the aforesaid condition has been brought 
into use to enable legal money to be utilised for large payments. 
tSince standard coin only, if demanded and paid out in large 
quantities would liamper the growth of business, more con- 
venient forms of legal money have been devised. Accordingly, 
all modern states confer the legal-tender quality on some form 
or forms of redeemable paper money which can be conreried on 
de'ma?icl into standard coin^ thus making the paper nmney the 
guarantee for an equivalent quantity of standard coin wliieli Uie 
holder posse»sses in the government treasuries. This redeemai>le 
paper money is a legal tender in addition to the standard 
coin, and, it is amply covered by a gold or silver reserve with 
the government in all sound monetary .systems. This is one 
of the fundamental principles of fiscal legislation. Another 
such principle is the maintenance of the stability of value in 
the standard coin, which has been referred to already. In the 
United States of America and in India, certain forms of paper 
money’- issued by the government are legal tenders — Treasury and 
United States Notes in the former country and Currency Notes 
in the latter. Bank Notes of the Bank of England and of tlie 
Bank of France, which are convertible on demand, are legal 
tenders in England and France. These forms of paper money 
are, of course, legal tenders e\^erywhcre in their respective coun- 
tries except in their offices of issue, for, without such exception, 
they would lose their power of redemption. 
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tained in all such systems by ' free coinage.’ Token 
coins are issued by the state as a help to the stand- 
ard coin, and so, they are known also as subsidiary 
coins. They are meant to be used as small change 
in monetary transactions and are geiiOi’ally made of 
metals inferior in value to that of the standard 
coin. Also, the intrinsic value of a token coin is 
usually loss than its face value, this being a rea- 
son why it is never a legal tender. The state does 
not allow the free coinage of token money, for if it 
did, people would have this money coined at the 
mint to benefit by the difference in values. Since 
standard money is the gauge of value for all money 
in the country and money moasures the value of 
credit, it follows that the exchange values of paper 
money and commercial paper, which come ujider 
the category of credit instruments, are measured by 
the value of standard money. Moreover, standard 
money has an universal exchange value. Therefore, 
without the existence of standard money having 
such a value, it would have been practically im- 
possible for credit instruments — particularly foreign 
drafts and bills of exchange — to have come into 
wide circulation. 

Since the value of credit is measured by standard 
money, can it be said that this value depends on the 
gold or silver exchanged for it? It is obvious that 
we cannot say so entirely nor in all cases. We 
must see first how measure is distinct from cause 
with regard to value. Can we say that the^ value 
of a commodity arises from the metallic money that 



CREDIT IN EVOLUTION 


159 


is paid in exchange for it? This would merely he 
its exchange, value which would not reach the origin 
of value. The value of a commodity really arises 
from the fact that we desire it, which is due to its 
utility, scarcity, or some other cause. Similarly, the 
value of credit arises from the fact that there is 
confidence in the debtor, wdiich is generally due to 
his solvency, integrity and efficiency. The precious 
metals may sometimes be the cause of the value of 
credit, that is, credit may in some cases be due to 
gold or silver in the possession of the debtor, but 
confidence arises from other causes as well. Only 
within the extent that confidence arises from sol- 
vency, may it be clue to the possession of gold or 
silver. But even in the consideration of solvencj", 
creditors regard wealth of whatever hind it may be 
and not necessarily in the form of gold or silver. 
Therefore, wdth less truth can we say that the value 
of credit arises from the standard money that is 
exchanged for it.^ 


^ Although it does not appear possible to draw any infer- 
ence reg;arding credit on the basis of gold, other than the fact 
that gold as the uni-\'ersal money measures the value of credit, 
the following figures compiled hy Sir George Paisli and pub- 
lished in the Encydopiedia Britannica, Year-Booh for 1913 are 
interesting. They show the value of the stocks of gold iieid in 
the important gold-centres of sonic of the conn trios of the world 
in June 1912 : — 

United States of America {Treasuiy) ... r£24o0o2,C00 

Russia (Bank of) ... "... ... .■;£lol,782,000 

France (Bank of) ... ... £13(X500’000 

Austria-Hungary (Bank of) ... ... £51.586-000 

Germany (Bank of) ... ... £44’4()0'000 

Argentina (Conversion Office) ... ... £42,767.01)0 

Enghind (Bank of) ... ... ... £41,100.000 

Italy (Bank of) ... ... ... £40,970,000 

StatisUes of the value of credit employed in these countries 
do not seem to be available. 
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The credit of the state has been brought into 
use by the circulation of paper money. There are 
no records to show v/hen this money came into 
existence, but it is supposed to have originated 
centuries ago. It is probable also that the obvious 
convenience of paper money as a medium of ex- 
change in large monetary transactions was seen by 
men in the past ages. If we were to judge from 
the fact that it is easier for people to have confid- 
ence in the state than in private individuals and 
corporations, we must suppose that paper money 
came into existence before other instruments of 
credit; and, our historical knowledge teaches us 
that this is what actually happened. Adam Smith 
considered the convenience of paper money from a 
remarkable point of view. He observed that the 
metallic money used in the currency system of a 
country was wealth employed unprodiictively. Com- 
paring this circulation to the use of roads in a 
country, he declared that the use of paper for met- 
allic money was like restoring the roads to cultiva- 
tion, that is, to a productive purpose. We find now 
that at least two circumstances favoured the origin 
of this section of credit — its convenience to the 
people and its source of profit to the state. It is 
easy to see the convenience of paper money to the 
people ; and, its profit to the state becomes obvious 
when we realise that this money (specially incon- 
vertible paper) allows a state to minimise its supply 
of metallic money. Paper money which represents 
the credit of the state is found in three principal 
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forms — convertible, inconvertible and representative 
—the first being the most imjiortant. Convertible 
or redeemable paper money is issued by the state 
in the form of notes which generally promise to 
pay on demand their value in standard coin. The 
state has always a reserve of gold or silver in 
its treasuries to redeem these notes. This form of 
paper money is sometimes called 'fiduciary’ monej^ 
Inconvertihle or irredeemable paper money is issued 
by states usually in the form of scrips which specify 
a sum in standard coin. This class of paper money 
— also known as ' conventionar money — is issued 
by states which have an insufficient quantity of 
metallic money, and so, it is expressed usually 
in the fiscal legislation relating thereto that when 
the state can afford to exchange it for metallic 
money, it will do so.^ The issue of inconvertible 
notes is very rare, and, up to now has taken place 
only in times of fiscal einergenc}\ Represmtative 
paper mone}’, as issued in the United States of 
America, is in the form of certificates for standard 
coin deposited by people in the State Treasury. 
These certificates are convertible on demand into 
standard coin. Since paper money comes within 
the sphere of credit, it may be said that inconver- 
tible paper represents an excess of credit which the 

^ “Two varieties of govarnmeiit currency,” observes Bi?. W. 
A. Scott, “must be distinguished, known respectively as con- 
vertible and inconvertible notes. By the former are meant pro- 
mises of the government to pay on dcQuand^ and by the latter 
promises to paj;" at some indefinite and undetermined date, in the. 
future^' — Vide “Money and Banking*’ bv Scott, Lojidon, 
p. 99. *■ 
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state obtains from the people, as evident from the 
unusual trust they have in its solvency and integrity. 
Convertible paper money represents an ordinary 
degree of credit obtained by the state, that is, trust 
which is obtaii^able under normal economic condi- 
tions. Representative paper money indicates a de- 
parture from the ordinary manner in which the 
people trust their government with regard to paper 
cinTenc}^ In this case there can be no question of 
the citizen’s confidence in the state vrith ]-ogard to 
a sufficiency of reserve. Here the trust that the 
state obtains from the people seems to be similar to 
that reposed by the owners of moveable goods in 
their trustees. Consequently, we may say that this 
money defines the sphere of trust in as much as it 
excludes the question of controlling a reserve.^ 

An important stage in the evolution of credit 
has been the introduction of the banh-note. The 
invention of this note is ascribed to Palmstruch, 
the founder of the Bank of Stockholm, about the 
middle of the seventeenth century. A bank-note 
is a note issued by a vvell-known banking institution 
which promises to pay on demand in standard coin 
the sum of money specified on the note. By the cir- 
culation of these notes the credit of reliable banks 
has come into use, and the hanks profit thereby 
since they can usually utilize productively a por- 

^ The above references to paper money, being extremely 
brief, would require to be read with the studies of this subject 
as given in Scott’s “Money and Banking,” White’s “ Money and 
Banking,” Kinley’s “Money,” Nicholson’s “Money and Mone- 
tary Problems,” and Bastable’s “ Public Finance.” 
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tion of their reserved coin which is seldom or never 
demanded. Yet few states allow a bank the privi- 
lege of issuing notes unless it has a reserve sutheioiit 
to redeem such issues, so that, the credit represen- 
ted by these notes is based on a security almost as 
good as that of convertible paper money. This is 
one of the reasons why bank-notes of the Bank of 
England and of the Bank of France are legal tenders 
in their respective countries. Under special circum- 
stances, bank-notes are similar to convertible paper 
money, but generally speaking it is necessary to 
observe the distinction between these two forms of Bank-notes 
credit, since we cannot ignore small differences if we ^^pa^er 
wish to be precise. Convertible paper money re- u^eney. 
presents the credit of a state, while a bank-note 
represents the credit of a ■well-known bank, and a 
state being usually more solvent than such a bank, 
its credit instrument must be safer than that of the 
latter. Then, a state can alwa^ys afford to maintain 
an adequate reserve to cover its redeemable paper 
money, while a bank being supported by its business 
has always the temptation to reduce its reserve to a 
minimum, so as to derive some interest from a 
portion of the reserve. If the management of a 
bank of issue miscalculates in this respect and a 
crisis overtakes it in that position, its notes may 
cease to be redeemable. In the history of some of 
the best banks of issue such misfortunes have occur- 
red. The distinction between redeemable paper 
money ^ and the bank-note may, therefore, be ob- 
served in their difference in security, and in the fact 
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that the former is usually a legal tender while the 
latter is generally not so. 

In certain states attempts have been made by 
careful fiscal legislation to improve the guarantee 
for the redemption of bank-iiotos — hirgel}' by the 
establishment of reserves and partly by the security 
«vt bonds. It is now worth considering if such legis- 
lation has succeeded in excluding the element of 
risk attached to credit and in replacing it by an 
absolute guarantee for the redemption of these notes. 
The provisions for such redemption generally con- 
sist of restricting the amount of notes by that of the 
reserve as in the Bank of England, by limiting the 
amount of notes to a maximum issue as in the Bank 
of France, by fixing a ratio — generally three to one— 
between the amount of notes and that of the reserve 
as in Germany and Belgium, and by compelling the 
banks of issue to secure their notes by reliable 
credit instruments — such as government bonds — as 
in the United States of America. According to the 
first regulation, it has been found that the bank of 
issue cannot have a sufficiency of notes or specie in 
times of crisis to carry on its discount business, and 
so the law relating thereto has had to be suspended 
during such, periods. Under the second scheme 
there is a limit to the issue of notes but none to 
the amount of the reserve, and so it is obvious that 
there is no proper guarantee for redemption. The 
next scheme is more reasonable, but like the first 
becomes impossible to maintain in periods Qf crisis 
just when th,e guarantee is most necessary. The 
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last named method is perhaps the best that has 
been devised as a provision for redemption, since, at 
least in the United States, the Comptroller of the 
Currency Department may call for additional secur- 
ity from the banks of issue in times of crisis when 
government bonds depreciate. But here we come, 
although in a roundabout manner, to another diffi- 
culty which the banks have to encounter in critical 
times. Owing to these circumstances, it appears 
that no method so far devised has been able to 
make a perfect provision for the redemption of 
notes, even Avhen secured by goveiiiment bonds 
which must be considered the soundest form of 
credit; and so, we may remark that up to now it 
has proved extremely difficult to exclude the ele- 
ment of risk from credit. It is obvious that any- 
thing which partakes of the uncertainty of the 
future must contain an element of risk, and, we can- 
not forget that credit is after all future wealth. 

Besides the credit of well-known banks as re- 
presented by bank-notes, the credit of ordinary 
banks, joint-stock companies and individuals hr,s 
been brought into use for productive purposes in 
modern times to a far greater extent than in the 
previous ages. This credit is largely represented by 
negotiable instruments, such as checks, bills of ex- 
change, promissory notes, drafts and accommodation 
bills, most of which are too well-known to need any 
description, and partly by other forms of credit, such 
as letter’s of credit and cash-credits, which are not 
negotiable. Negotiable credit instruments are often 
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termed 'commercial paper/ a phrase which has come 
to possess a special significance, because, speaking 
generally such paper would indicate all documents 
used in commercial transactions.^ Without the use 
NegoUablti of these negotiable credit instruments which repres- 
ments/' eiit the credit of banks and business people, it is 
obvious that commerce could not have become 
international. Apart from the need of some trust 
between man and man in every business transaction, 
international commerce could not be carried on if 
people had to undertake the expense and risk of 
making payments in specie only. Even the use of 
paper money wmuld involve some risk in transit, 
would make fractional payments impossible, and, 
would render international payments inconvenient 
in national money, thereby hampering the growth 
of trade generally. But with the use of negotiable 
— that is, transferable — credit instruments, effected 
by the help of the banking system, various facilities 
have been created by which trade has developed 
to its present enormous dimensions. Credit has 
certain connections with trade, but its relations with 
banking arc really vital, which we shall sec now\ 

Credit and Transactions in credit would be almost imposs- 
bankmg. ibie without the help of intermediaries known as 

^ It might be observed here that by ^commercial paper’ is 
meant usually the negotiable credit instruments of commercial 
peop^, and that, conscuuentl^’, it e>:cliidea from its category such 
papers as invoices^ insurance, policieii^ indeniH and contracts which 
are not credit instruments, letters of credit which are not negoti- 
able without conversion, and cash^credits w-hioh are not re- 
presented by any special credit instrument. A bank ^obtains a 
‘letter of security’ before opening a cash-credit account, but 
this does not constitute a cash-credit transaction. 
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bankers, just as the sale and purchase of goods 
would be extremely difficult without the aid of 
middlonion known as merchants. It is for this 
reason that a bank may be called a recognized mart 
for credit as well as a machine for the exchange of 
wealth. The functions implied by such an institu- 
tion are to be found in every bank. Certain banks 
which produce credit from its raw matoriaJs may he 
called the manufactories of credit. These are the 
co-operative credit institutions which form the main 
subject of our study. But without referring to 
them in particular, we shall see first the nature of 
banking generally. Like the duties of a merchant 
are to buy and sell goods^ so the functions of a 
bank are to lend and borrow money. Its lending 
is based upon the credit of its constituents and its 
borrowing depends upon its own credit. The tran- 
sactions of a bank are originally founded on con- 
fidence, but they gradually help to develop its own 
credit as well as that of its constituents, by reac- 
tionary results. When a bank enters into these 
transactions, it may be said to utilize certain 
methods with the object of fulfilling its functions; 
and, in the transactions themselves we see clearly 
the vital relations between credit and banking. 

A bank begins business with capital obtained 
from its share-holders, keeping a portion of it as a 
reserve and utilizing the remainder as its working 
funds. These correspond usually to its fixed and 
circulating capital. The solvency, integrity aSu effi- 
ciency of the bank, arising respectively out of its 
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capital, the good name of its directors and the sound- 
ness of its management, beget confidence with the 
public who naturally make deposits^ which is the or- 
dinary 'way in which a bank horrou's monej^ Most- 
people have loose cash always with them which 
cannot be employed productively and must wait 
until it is required for current expenses or some 
lucrative investment. All these small sums of 
money the banker obtains from the people and keeps 
in deposit. He informs the public that by consign- 
ing to his safe keeping all money for which they 
have no immediate use and which he guarantees to 
return at their first call — he relieves them of the 
anxiety of its care ; that, although he is providing 
them with his services, he is willing to give a small 
return by way of interest for their patronage. He 
calls attention to the fact that, while this money is 
The regular with them, it is unproductive. He sums up the 
toki^ng advantages by saying that he will act as trustee for 
their money, collector of their revenue, payor of 
their cheques and liquidator of their debts in con- 
formity with their orders, by all of wdiich they wvil] 
he spared a great deal of vexation. Having thus 
secured the loose, unemployed funds of the public, 
the banker proceeds to employ productively the 
greater portion of such funds — at least, those ob- 
tained on fixed deposits — for the benefit of the bank 
as well as of the depositors. Besides these sums 
deposited by people, well-known banks obtain the 
use of money from the public by the issue of hanh'~ 
notes which have been already described. 
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When a bank wishes to lend money, it does so 
generally by discounting the bills of exchange, pro- 
missory notes, drafts, warrants of payment and 
other transferable credit instruments payable to its 
constituents. It may here be said that a warrant of 
payment is not always negotiable, also that a hill of 
exchange is a w-ritten order by which the person 
drawing the bill orders some other person, upon 
whom he has a claim, to pay a specified sum of 
money to a third person,” This third person is 
generally a banker. If the banker believes that the 
other person who is the debtor will pay the bill duly, 
he purchases his credit, that is, takes the bill over 
on payment of its value, less a very small sum as 
discount. This process of discounting, when the 
bill is purchased outright, is known in commercial 
circles as the ' negotiation ' of a credit instrument. 
Distinction must here be made between drafts and 
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bills of exchange as drawn by business people. A 
draft, which is often called a ‘clean bill,' is usually 
drawn on and payable by a bank, but a bill of ex- 
change which is attached to shipping documents is 
drawn on a commercial debtor and collected by a 
bank. In other respects a draft is the same as a 
bill of exchange. Banks also lend money by allow- Banks lend 
ing overdrafts to safe people, by opening cash-credit tvays!^^ ^ 
accounts against personal sureties and by making 
advances on collateral securities. The last named 


securities usually consist of the stocks, bonds, de- 
bentures-’ and shares of governments, municipalities 
and joint-stock companies ; but these securities may 
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also be made up of bills of lading, life insurance 
policies and warehouse receipts. Letters of credit 
also constitute a kind of security. Merchants have 
often to purchase goods on the security of banks in 
foreign markets where they are not known. This 
security, known as a letter of credit, is issued by 
a bank in favour of a merchant authorizing him to 
purchase up to a certain sum of money the payment 
of which is guaranteed by the bank, A letter of 
credit is essentially a credit instrument because it 
represents the credit of a bank, and it is used as a 
security with greater facility than credit instru- 
ments such as bonds, stocks and debentures, be- 
cause it guarantees to pay in a specified sum and 
not a depreciable market value. 

The relation which credit has with banking 
really consists of an affinity of functions which are 
similar and sometimes associated in both systems. 
Yet we could scarcely say that there is an identity 
in these functions. Credit derives its origin from 
material and moral guarantees the formation of 
which is often largely beyond the sphere of banking. 
It is usually when credit is established that banking 
effects the sale and purchase of such credit, much 
as merchants effect the sale and purchase of goods 
after they are produced. Thus, it appears that in 
the credit system there are fundamental processes, 
sucir as the creation of solvency, integrity, know- 
ledge of business conduct and efficiency, for which 
the system of banking makes no special provision. 
Further, we have seen that in banking there are 
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some regular methods, such as the collection of bills, 
the custody of goods, and the payment of checks, 
which are not essential to the formation of credit. 
It is true that to some degree banking tends to 
develop the material and moral guarantees of credit, 
by the well-known reactionary effect of co-related 
conditions, and so, we have remarked the functional 
aflinity between the two systems; but, to say that 
this relation actually consists in an identity of func- 
tions Avould be partially untrue. If this were the 
case, why should a bank itself require to establish 
its credit before it can attract depositors, why again 
sliould a credit society require to go to a bank 
before it can obtain its loans? These facts generally 
observed in the business w^orld have an obvious 
meaning, namely, that confidence has first to be 
established by the formation of material and moral 
guarantees which must also get known in the fin- 
ancial market, and then this confidence has to be 
monetised at a bank. Here, it is also evident that 
the credit system begins with certain fundamental 
processes wdiich are more clearly displayed in a 
credit society than in an ordinary bank. The rela- 
tion between credit and banking, therefore, consists 
in an affinity of functions, and, regarding their evo- 
lution we may say that the functions of credit are 
highly developed in banking. Thus, banking appears 
to be an advanced stage in the credit system, 
namely, the stage -which provides the machinery by 
which credit can be easily converted into money 
and utilised extensively for productive purposes. 
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Besides the fandainental relation which money 
has -with credit and the affinity of functions which 
credit has with banking, credit has formed some 
connections with trade and has begun to influence 
it to no small extent. When speaking of com- 
mercial credit we said that without the use of 
negotiable credit instruments, which represent the 
credit of banks and business people, trade could 
not have become international. Now the staple 
medium of this international trade has proved 
to be the bill of exchange. Let us take the inter- 
national trade of a country and see how this has 
come about. India has to receive every year from 
foreign countries for her exports and other claims 
R-s2,457,000,000 roughly, and she has to pay out 
to such countries for her imports and other debts 
Es2, 142, 000, 000 approximately. These payments 
on either side are made by bills of exchange — in 
which debits and credits are exchanged or set off 
against each other — and merely the 'balance of 
accounts’ settled in coin. Hence, foreign countries 
have to export gold and silver to India to the value 
of about E:s31 5,000,000 annually to settle their 
accounts with her.^ In this connection, a country 


^ The Director of Statistics in the Department of Commerce 
and Industry in India shows that in 1913-14 the net import of 
gold was worth ^6-23,32,00,000 and that of silver B66.24,00,000. 
He also states : “Nearly one-half of the total anioinit of gold 
impo^^ted, speaking generally, is in the shape of eoin—practieaily 
all in sovereigns which are freely imported by the Exchange 
Banks for conversion at the Currency Offices into rupees and 
notes.” Almost all these sovereigns seem to be passing finally 
into the hoarded wealth of India. See Beriat- of the-- Trnde of 
India in pp. 6 and 81, 
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which has a favoura,ble balance gets an import of 
gold and the country with an unfavourable balance 
has to export gold. The reasons for this method of 
settlement are obvious. Since only a particular am- 
ount in hills is available for exchange, when there 
is a demand for a larger amount the rate of exchange 
rises, when the demand is for a smaller amount the 
rate of exchange firlls. Thus, the rate of exchange 
rises in a country when there is a scarcity of bills 
payable abroad, that is, when excessive payments 
have to be made abroad but sufficient bills are not 
available, this situation arising when the country 
has" an unfevoiirable balance of accounts, and must 
export gold for settlement. During a favourable: 
balance in the country, the results are, of course, the 
reverse of those just seen. Under the first set of 
conditions, the rate for bills of exchange rises to a 
point when it becomes cheaper to export gold, and so 
this export begins. Discussing the rate of exchange, 
Professor H. K. Seager makes the following obser- 
vations : “ International bankers and others who 

buy and sell foreign exchange try to adjust the rate 
so that the demand and supply will just offset each 
other. Excess on the side of supply causes the rate 
to fall, the limit being the lower gold point, at which 
credit is abandoned as a medium of exchange and 
gold is used instead. Excess on the side of demand 
causes the rate to rise, the limit here being- the 
upper gold point, at which credit again is discarded 
and gold used. Gold thus serves as the medium in 
which international balances are settled when debits 
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and credits do not exactly offset each other/'^ Tliis 
method of settling accounts between countries goes 
to show that, in spite of the various methods of 
payment and the complex circulation of wealth in 
modem times, international trade has been reduced 
by the use of credit instruments to an improved 
form of barter which is different from that of ancient 
times by the fact that it possesses a stable standard 
of value. 

and Credit circulates in the internal trade of a 
“ ^ ^ country mostly in the form of paper money, bank- 
notes, cheques and promissory note>s which may bo 
said to represent national credit. As compared to 
this, the bill of exchange is the most important 
instrument of universal credit. The relation bet- 
ween credit and internal trade, which is mainly 
quantitative, may now be observed In every 
country, there is always a proportion between the 
volume of trade and the quantity of credit that 
is utilized at any particular period. When trade 
is great, the need for credit is great, when trade 
is small, the need for credit is small. For this 
reason, a quality in the nature of credit should 
be its elasticity. Particularly in agricultural coun- 
tries, like the United States of America and 
India, it is desirable that the instruments of credit 
should be elastic as a medium of exchange. After 
the two principal harvests of the year in India, 
large quantities pf produce are bought and sold. 


^ Vide Seager’s “Introduction to Economies,” (1907), p. 363. 
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The demand for credit then becomes great. If 
the medium of exchange does not expand readily 
during these seasons, we get the economic dis- 
ease known as the 'stringency of money/ ¥7hen 
this disease comes on, money becoming scarce, 
interest goes up and prices of commodities come 
down.^ The remedy against this evil appears to be 
the additional issue of currency notes and their with- 
drawal from circulation after the stringency is over. 

Having observed the various conditions under Money and 
which metallic money and credit are utilised as the 
means of exchange — how, in foreign trade, credit and titutes. 
gold act alternately as the circulating medium, and 
how, in internal trade, credit and coin act simultan- 
eously as the means of circulation — we are now able 
to say generally that credit and gold have become 
mutual substitutes in the modern system of ex- 
change.^ We find also that in foreign trade, the 
volume of wealth circulating through the medium 


^ The scarcity of money causes a rise in tlie value of money, 
the effect of wlnGh is a fail in the prices of commodities. This 
well-known economic principle is formulated in the 'quantity 
theory of money. ^ In this principle we must remember the re- 
lativity of value. 

- Professor Langworthy Taylor in a recent work explains 
liow credit and gold act as mutual substitutes. “ In ordinary 
times,'' he says, credit which future goods, is employed for 
tile circulating of premit goods includhig gold, which is also to 
1)0 looked upon, in that ease, as a present commodity.'^ But 
in a time of erisivS when gold has been imported to make good 
promises, or in other words, to ‘pay’ them, then it may be said, 
exceptionally, that productioii is now applied to the circu- 
lating of goods and promises. In ordinary times, then, future 
goods circulate present goods including gold. But in the extra- 
ordinary pressure of a crisis, gold, the past, the realized good, 
circulate?- promises and Avares.” Fede^The Credit System’’ 
by Taylor, 1913, New York, p. 299. 
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of credit is far greater than that which circulates 
through the medium of gold ; again, that the period 
during which the circulation of credit takes place 
seems also greater than that of gold. In internal 
trade similar conditions are apparent, the 'clearing 
house ^ system having effected greater economy in 
the use of metallic money than is represented mere- 
ly by the value of credit instruments used, for their 
rapidity of circulation must be considered. Not 
only does it take a shorter time to make out or 
endorse over a check, say, for £10,000 than to count 
£600 in gold, but a check is often negotiated several 
times before it goes to the clearing house. We 
Credit has reach fchc conclusion, therefore, that in modern com- 
tensi%°^uti- credit has evolved to a position of more 

lity. extensive utility than metallic money as a med- 

ium of exchange. Its importance to economic life 
at the present day may be realised from the fact 
that a breakdown of the credit system in the finan- 
ciai markets of Europe leads to the business world 
being paralysed. Still we cannot ignore the ftict 
that the value of credit must ahvays be measured by 
a standard having intrinsic and universal value such 
as gold. We shall now proceed to the stage of evolu- 
tion in which credit has entered into the sphere of 
co-operation. While the credit system continues to 
operate largely under individualistic conditions in 
whicli material guarantee is prominent, a good por- 
tion of this system is developing by co-operative 
methods into a stage in ^vhich moral guarantee 
seems to be emphasised. 


CHAPTER X 


CREDIT m GO-OPEEATIOII 

So far we have sketched briefly the evolution 
of credit. We have seen that during the ancient 
and middle ages credit in a crude form was utilized 
principally for purposes of consumption. In modern 
times we have found that the extension of exchange 
has improved confidence between man and man, 
that extended exchange and improved confidence 
have led to the development of banking and cur- 
rency; that, by these processes, which to some extent 
were interactionary, credit has widened its sphere 
to purposes of production. We have found also 
that credit has gradually increased its utility exten- 
sively by becoming a substitute for metallic money. 
Upon an enquiry into the causes of credit, it was 
further evident that credit is based on confidence 
in which there is some measure of security and 
some of risk. It appears now upon a closer exam- 
ination of the causation of credit that this confid- 
ence arises principally from the solvency, integrity, 
and efficiency of the debtor.^ 

When credit is given for purposes of consump- 
tion — that is, when the borrower is expected to 
destroy the utilities of the loan he obtains — then 
confidence seems to arise almost entirely from "his 
solvency. Since the value of the loan will cease 

^ The*word ‘solvency’ tisually iraplies material ability to 
repay debts, and it is used here in that sense. 
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to exist and %Yill not be available for repayment, 
it is evident that credit is given for consumption 
only when the borrower has wealth of his own to 
repay the debt, for the lender seeks primarily the 
security of his money. But when credit is given 
for purposes of in'odiiction — that is, when the bor- 
rower is expected to create utilities by the loan he 
obtains — then confidence does not arise so exten- 
sively from his solvency, for it is supposed that, 
in addition to his own resources, the value of the 
loan will continue to exist and will at least help 
the borrower to repay his debt. Therefore, in credit 
for production, if the borrower s solvency is defec- 
tive, any business efficiency that he may have is 
sometimes regarded as a substitute for this defect. 
Of course, in either department of credit, confidence 
is completed in the mind of the lender if there 
is integrity in the borrower. When confidence is 
established, the lender is satisfied as to the safety 
of his money. But, besides this safety, he must 
look to the benefit he will derive by the loan, that 
is, to the rate of interest he will get for it; and,, 
in this matter, he inclines naturally towards the 
highest available rates of interest w’^hich are paid 
usually by the least solvent borrowers in the mar- 
ket.^ So, to maintain the stability of his invest- 

. ^ it must be stated here that we are not referring to the sale 
and piirchase of shares the values of which are not determined in 
the aforesaid manner. We are referring to credit transactions 
merely. In this connection, we may remark that the purchase 
of shares can scarcely be looked upon as a credit transaction, 
nor shares of stock placed in the category of credit instruments. 
It is true that joint-stock companies are often said* to raise 
their capital by sale of shares, but this tiarisaetioa is a perma- 
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meiit and yet get a fair rate of interest, the lender 
generally keeps between the extremes of creditable 
ti-ansactions. In this manner, considerations con- 
nected with certain material and moral possessions of 
the borrower as well as the purpose and prospects 
of the loan are weighed by the lender before the 
equilibrium of credit is established in his mind. 
We may now reduce these considerations and bring 
them under the two heads of security and risk, and 
say that personal credit generally tries to balance it- ') 
self behveen security and rish by methods similar to 
those just desci'ibed. This seeking of a stable equili- 
brium in opposite forces is a wmll-known economic 
tendency, even a natural law under conditions when 
such forces have a couiiteractionary effect on each 
other. It must be understood here that in the case 
of government loans — which arc issued occasionally 
— the stabilitj" of ci-edit is obtained without difficul- 
ty, as this credit rests very largely on security ; but, 
with regard to all other kinds of personal — that is, 
real — credit, this balancing is effected by a careful 
weighing of considerations on the credit scale which 
has security at one end and risk at tlie other. 
Here, it may further be observed that the rate of 
interest on loans is determined not only by the 

'iimt transfer or mle of stock to the piihlic to whom profits 
(known as divifhnds) are paid. It is not a tcmporarij transfer 
of stock as security for a loan on which interHst is stipulated. 
The tendency to regard shares as credit instruments seenjs to 
arise from the fact that marea arc referred to as ‘shares of 
stock’ and siockii or government bonds and consols are credit 
instruments, also, because preference shares are looked upon as 
credit instruments if there is a clear stipulation to redeem 
them in money after a fixed period. But when speaking of 
shares, we refer to the ordinary shares of stock companies. 
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demand and supply of money and the 'final utility' 
of capital (influencing this rate generally as co- 
existent causes), but also by the security and risk 
attached to credit. It seems that the two last 
factors are seldom given their proper importance in 
theories of interest, although it is often implied that 
the rate of interest is determined solely by 'final 
utility’ — a theory which is of considerable value to 
credit in production but is not possible to explain 
with regard to credit in consumption. 

Having examined the nature of credit generally, 
we shall now proceed to see the particular methods 
by which credit has been made to suit the needs 
of agriculture, handicrafts and retail trade which 
are carried on by many millions of men, probably 
the majority of the world’s producers in point of 
number. Also, we shall sec how by these methods, 
which are mostly co-operative, credit has strength- 
ened its basis of confidence without any consider- 
able aid from wealth that is centred in money. At 
the same time, it will appear that these methods 
have been organised into a system — known as co- 
operative credit — which manufactures credit from 
its raw materials, as compared to the ordinary sys- 
tem of banking which has unquestionably enlarged 
and developed the credit system, but the methods 
of which do not seem to be so fiir-reaching in the 
creation of credit. 

The peculiar nature of the financial needs of the 
cultivator and the poorness of the security he could 
offer have been largely instrumental in bringing 
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about a fusion of credit with co-opcratioii. The 
credit required by cultivators is of a special charac- 
ter. Owing to the slowness of nature's productions, 
agriculture yields a return from its capital invest- 
ment after a season which varies generally from 
six to eight months. In the meanvrhile, the far- 
mer is continually in need of capital to carry on 
the expenses of cultivation. These include the 
price of labour applied to his industry, if we were 
to follow the usual mode of determining cost in all 
forms of production.^ Agricultural credit is, there- 
fore, of such a nature that the ordinary banker 
cannot deal vvith it. He has other people’s money 
on trust which he may have to return at any mo- 
ment, and so, he keeps this money in an easily 
available manner by investing it fur short periods 
in credit instruments which always circulate before 


^ Since labour must be reckoned ■svith as an agent of 
production, it is obvious that the price of agricultural labour 
cannot be excluded from the cost of production in agriculture, 
whether this iiidustiy is worked with or without the aid of hire- 
lings. Economic writers as vrcU as business men generally in- 
cliule in the cost of production the price of hired labour as" well 
as a remuneration for the labour of organization and manage- 
ment, since tiie latter could alwa^'s be earned by tlie entre- 
preneur as a salary in his profession Avitiu.iur tiie risk aiid worry 
of personal enterprise. Then, the cost of production (which 
incducles also interest on capital) is deducted from the sale- 
price of the finished product and only tlie remainder, if an\', 
is considered as in-ofits. It is ob\'ious that by the above niode of 
determining cost in production, profits can accrue only by a 
monopoly, if the law that Oie price of a product tends to coin- 
cide loith its cost cf production holds good under the competitive 
system. Under these conditions, it also foilow's that “the 
normal rate of profits is zero*’ as formulated by Professor'^Leon 
Walras. But whether there be any profits or not, for sound 
economic reasons the price of labour {manual and skilled) is 
alw-ays included in the cost of production, and in agriculture 
there secins no valid reason w'hy any portion of this price should 
be excluded from such cost. 
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him and are ahvajs no^otialAc. Tlie banker has 
also other money on fixed deposits and reserves 
which ho invests more or less permanently. Tlie 
peculiar nature of agricultural credit, as Mr, H. W. 
Wolff has well described, is that it is ''too long for 
occasional lending and too short for permanent in- 
vestment.” At the same time, the security which 
an ordinary cultivator can offer, namely, his crop, his 
cattle or his farm implements, is not sufficiently 
sound ; and, experience has proved that he is seldom 
able to redeem a mortgage on his land. These 
circumstances add to the diiiiciiluios of a banker in 
being able to deal with agricultural credit. Hence, 
it was first necessary to organise this credit in such 
a manner as to suit the cajpabilities of ordinary 
banking, and then to get such credit monetised at 
a bank. Co-operative credit has fulfilled these 
requirements, and so it has created credit for agri- 
culture. And, its methods have suited not merely 
the financial needs of this great industry, but they 
have gradually led to the provision of capital for 
small traders, artisans and craftsmen. Let us now 
see how this credit has been organized. 

The founders of co-operative credit observed 
the difficulties of agricultural people in the iiiirsuit 
of their industry. Eaifi-eisen found that most of 
the peasants in his native soil were extremely poor, 
ignorant, suspicious of one anotlier and exploited by 
money-lenders. Somehow or other lie thought of 
co-operation as a means by which their candition 
could be improved. "Why he thought particularly 
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of this process, it is difficult to ascertain ; but, we 
all know that co-operation — generally described as 
distributive — was being tided at that time by a 
society of enterprising workmen in England known 
as the E-ochdale Pioneers’ Association which was 
founded in 1844 Anyway, the peasants themselves 
must have fiillen in with his idea, in obedience 
to the natural tendency of men to co-operate in 
poverty and distress. Accordingly, as a measure 
which seemed to be tentative, Raliteisen is reported 
to have organized a benevolent society among the 
indigent hii'iners of his district for the purchase 
of corn, potato and cattle. German writers state 
tkat . this his first attempt at co-operation^ 

but we are not sure that it was the only society 
which he experimented with. At any rate, we are 
certain that, sometime after this endeavour, he 
lannclied out on his scheme by which co-opera- 
tion was utilized for the purpose of creating credit 
for these peasants. The experience gained from 
his preliminary efibrts must have convinced him 
and his followers thiit co-operation would prove in 
time a very practical source of strength in their 
difficulties. At the very outset, it enabled them 
to form a strong purchasing body which bought 
for them food and cattle at wholesale prices* This 
meant that they saved for themselves at least the 
profits of the middlemen. But probably their sellers 
were inclined to allow them credit, seeing that as 
an united body they had larger resources than as 
individuals. Ill any case, there was at least this 
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possibility which might have dawned on the mind 
of Raiffeisen. He was also probably aware that 
th.e Prussian Land Banks, which obtained extensive 
credit for landowners in his country, were estab- 
lished mainly by the help of co-operation. All these 
circumstances must have convinced him that co- 
operation would prove an effective process in the 
fulfilment of his scheme. 

The manner in which co-operation manifested 
itself as an effective process in Raiffeisen's scheme 
^vas that he -was able to obtain by it the material 
guarantee for his type of credit. When organising 
his credit institution, we have seen that he enjoined 
on its members the principle of unlimited liability. 
In combining their responsibilities by this principle, 
he practically combined their material resources 
for the repayment of debts. Herein lay the mat- 
erial value and the greatest utility of his process of 
co-operation. It is true that he started his society, 
in the absence of entrance fees and shares, with 
a personal subscription of 6000 marks, and also 
laid down that all profits should go towards build- 
ing up a reserve which was to be divided into 
two sections — the ordinary and the indivisible. 
But these securities were small, compared to the 
guarantee of unlimited liability ; and, at the outset, 
the society had barely any profits to carry over 
to reserve. Therefore, in the early stages of his 
societ}^, when credit was most needed, there could 
not have been any reserve, but merely ^ wT)rk- 
ing capital of 6000 marks. This capital, being 
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mainly utilized for purposes of investment., could 
nob have served as a sufficient guarantee. Hence, 
the mate3.’ial guarantee of his institution was mostly 
composed of the unlimited liability or the joint 
and several responsibility of all its members. 

Raiffeisen well understood that confidence in 
credit arose not merely from material resources, 
but to a considerable extent from a moral basis, 
and, that the latter should be made up of honesty, 
truthfulness, fidelitj’ towards promises and self- 
sacrifice, These ethical principles, therefore, ^Yere 
to be among the crude materials from which he 
desired to manufiicture his type of credit. And, 
in practical economic life, it is certain that the 
credit system has developed to no small extent 
from such principles usually indicated to debtors by 
the code of business ethics. This clear insight of 
Raiffeisen into the moral foundation of credit, 
which even Schulze failed to perceive so plainly, 
is certainly remarkable. It has really led to the 
success of his scheme. Apparently, this perception 
was quite original in the mind of the founder, 
That the moral consciousness of industrial society 
pia 3 's an important part in the formation of credit 
is a truth which he could not have discerned from 
an}’ symbolic institution which he w’as really the 
first to design. He might have know-n of this con- 
sciousness of society in connection with the cdurse 
of human conduct generally, from the teachings 
of moralists. We know’ that in his time, Hegel did 
discuss the importance of the social conscience 
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as a dictate to individual conduct, but, we are not 
aware that he pointed especially to the utility of 
this principle in any department of economic life. 
Therefore, if Eaiffeiscn saw the possibilities of this 
portion of ethical teaching with special regard to 
the formation of credit, his perception was indeed 
commendable. Let us see how these ethical prin- 
ciples served as the moral basis of his credit. 

When organizing his credit society, the first 
regulation which Raiffeisen laid down was that 
only men who were honest could be admitted into 
the society as members. Now, since honesty may 
be explained in several ways in the philosophy of 
morals, we must give it the significance that Raiff- 
eisen wished it to convey, namely, trustworthiness 
which obviously includes the quality of truthfulness. 
The regulation regarding a limited area for member- 
ship acted in support of the one just mentioned. 
Unless the members resided within a circumscribed 
area, they could not know one another's conduct 
thoroughly, that is, find by association if they were 
really trustworthy and truthful. Here we get a 
chance incidentally of observing the similarity in 
effect between the method of limited area and that 
of international communication wdiich have hcIpcMl 
the development of credit. Both these methods 
enable men to become acquainted with one another's 
conduct. To revert to the society of Raiffeisen, it 
was further laid down among the rules that the 
members had the power to expel any rnombAir whom 
they had ceased to trust. This implied that a 
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display of honesty for a limited period on the part 
of a person, merely to get into the society with the by rigorous 
object of obtairdng a loan, was not snfScient. His 
membership forthwith terminated if there was no 
continuance of good behaviour. These rigorous 
measures reflect to some extent the degree of 
honesty expected in the credit system generally 
from debtors ivitli regard to monetary transactions. 

Besides these m.easuivs which Eaiffeisen adopted 
to ensure the aforesaid moral principles he took 
steps to foster others, since there was no certainty 
about their existence among ignorant and uneduca- 
ted people. He knew that fidelity towards promises 
had to be specially emphasized. In fact, loans are 
no other than promises made by debtors to pay 
money on a future date, and, if the importance of 
this pi'inciple "was not duly impressed on them, 
credit could not be established. Accordingly, he 
laid down in the rules of his society that instalment 
and interest on loans were to be paid punctually 
on due dates. The full repayment of a debt within 
a short period could not be enforced in a society 
u'here the debtors w'ere mostly agriculturists. Still 
the principle of fidelity towards promises is plainh?- 
visible in this rule. Again, the altruistic principle 
of self-sacrifice, that is, the subordination of the 
individual to the social interest, was inculcated 
by gratuitous service and contribution toward^ an 
indivisible reserve. 

When Raiffeisen was working out his scheme in 
the Rhineland, Schulze-Delitsch, the joint-founder 
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of this type of credit, was busy with a similar 
endeavour in Saxony. He also observed the poverty 
and indebtedness of the lower classes of producers, 
and, after experimenting with a friendly society 
and two or three associations for procuring raw 
material, believed that by co-operation their diffi- 
culties could be removed. During the early days 
of his labours, we have seen that he met with some 
opposition to his schemes from Lassalle. This econo- 
mist was of opinion that the low wages of labourers 
were due to their low standard of subsistence, 
although the rule is just the reverse — wages and 
subsistence being related as cause and effect. 
Going further, it seems that such wages were in 
turn due to the demand for manual labour having 
lessened by the introduction of machinery during 
the industrial revolution. Lassalle believed, more- 
over, that the low profits of artisans and craftsmen 
could be raised by state-aided production, whereas 
such production had recently proved a failure in 
France. It is probable that these profits were 
diminishing also by the advent of new economic 
conditions, mainly by the competition of large-scale 
industry owing to its relatively low cost of produc- 
tion. However, since no positive opinion can be 
formed on these points at this time, we must 
leave on record the views of Schulze wdio differed 
from? Lassalle and sought to reduce competition 
by co-operation. 

Just as Raiffeisen adopted co-operation after 
many considerations, so Schulze had several reasons 
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ibr believing in this process. Not only did he think 
that tiie diSicuities of the working classes arose out 
of the now system of competition, the evil effects 
of which could be reduced by co-operation, but that 
co-operation would prove a more effective process 
than reliance on the state which could not acquire 
a monopoly of industry, the alternative remedy 
against the new system. Moreover, it appears from 
tlie words he used in making up his prograiiimo, 
that, along with his other purposes, he desired to 
organize an institution somewdiat similar to the old 
trade associations working under the guild system, 
and, that he believed in the extraordinary power 
of the principle of association.” Owing to these 
reasons, he adopted co-operation as the groundwork 
of his scheme, but since he desired to proceed by 
gradual stages, he described his first endeavour as 
a purely economic association of industrial workers, 
in which their professions could be carried on as 
before by each indi\udual for his own advantage. 
This being the scheme of his ‘ advance-union,’ its 
object ^vas merely to julvancc capital to its members. 
How did he acquire this capital and lend it to 
them? Their credit had first to be organised and 
Schulze believed that this would depend more on a 
material than a moral guaraiitee. But how did 
he succeed in forming this material guarantee? 
We find that he devised his union in such a manner 
that at the outset each member had to buy an 
expensive share, although he could pay for it by 
instalments. He also combined the resources of 
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ills members as the ultimatie guarantee of their 
debts by the principle of unlimited liabilitj". :T -n'-- 
over, he provided for a reserve fund in his union, 
although this reserve did not afford much guarantee 
for its credit. But considering that he took a sound, 
marketable security for every loan given to mem- 
bers, there was altogether a sufficiency of material 
guarantee in his s}"stem of credit. 

'riio moral As regards the moral basis of credit in the 
sySein^‘ ^of ^ysf^R^ of Schulze, it seems that there was little 

Schulze. Qf resulted mostly from the princijile of 

unlimited liability. So far as it ivas necessary to 
minimise the risks contained in this responsibility, 
the union enquired into the character of members 
before their admission; but, after this scrutiny, 
beyond ordinary supervision, no special precautions 
were taken to ensure a continuance of their good 
behaviour. Moreover, there was no principle of 

self-sacrifice inculcated in his union. Although it 

is true that this particular ethical principle does 
not help individualistic credit to any noticeable 
extent, we could not doubt its utility in co-operative 
credit, owing to the mariner in which it is connected 
with eo-operation — the fundamental process in this 
type of credit.^ We have seen in the beginning of 
our inquiry that self-sacrifice is the onl}? means by 
which co-operation can be made permanent, and, 

^ The word Mndividualistie’ is used in this Ijook to indicate a 
condition which is not co-oporcitive, iiiid the term diidividuaiistie 
credit’ to mean credit which is created hy the cUoiis oi indivi- 
duals, companies or eurporations not working on c<Poperative 
principles but under the influences of the competitive system. 
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unless this is ensured^ co-operative credit cannot 
exidure,^ If true co-operation is to contimxe, the 
interests of the seif have ahvays to be sacrificed when 
they come into confiict with the larger interests of 
the association, the self being served only througli 
the fraternity. Hence, self-sacrifice becomes an 
important principle in such co-operation. Again, in 
the system of Schulze, self-sacrifice wms dispensed 
with, since the founder believed that every labourer 
was worthy of his hire. This reason would be quite 
sound and legitimate under individualistic condi- 
tions. But when in a co-operative society — in which 
there should be a perfect fusion of labour and 
capita] — 3’on begin by fixing a return for labour, you 
very soon fix a return for capital, and thereby uncon- 
sciously introduce the principle of the wage-system. 
You also invite in its train some of the conflicting 
elements contained in the present system of dlstri- 
latlon, namely, certain claims urged by labourers 
and capitalists as to what their respective legitimate 
shares should be under the various conditions in. 
which they meet, to ascertain the validity of which 
economists have propounded numerous theories. 
Hence, when you introduce such a distinction in a 
co-operative society, you invite the very evils that 
you seek to avoid. It will now be quite easy to trace 
the connecting links between self-sacrificc — which 
hero mainly implies gratuitous service or the absence 
of wages or the fusion of labour and capital — and 
the continuity of the spirit of co-operation. These 

Vide Chapter III, pp. 42*44 in this book. 
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seem to be the principal ways in which self-sacrifice 
furthers the aims of co-operation. We shall see 
later on how it helps credit. No'w, it will not be 
difficult to understand Iioyv for want of self-sacrifice 
the system of Schulze is not so truly co-oporativo 
in character as that of Eaiffeisen. By the use of 
hired labour, his unions resemble somewhat the 
co-operative stores w^hich gradually employ a staff 
on the wage-system. This disguised feature of 
individualism in co-operative distribution is the 
illogical method that gives rise to an evil which 
expelled by front door has tried to effect its 
entrance again by the back,” as vividly described 
by an English economist.’- 

Wliy the although the institution of Schulze has a 

system oi - . 

Schulze must slender moral basis and is not thoronglily co-opera- 
as a^lounda- ID character, it must not be suj^posed that his 
tion in CO- system docs not constitute a substantial portion 

operative*/ ^ ^ 

credit. of the foundation of co-operative credit. We must 

realise that in this new section of exchange, co-oper- 
ation is the fundamental process, the main function 
of which is to strengthen the material basis of 
credit, as we have already seen, and that tliere ai'v 
other processes in this organisation which go to 
construct its moral basis by selection, education 
and control. These are the various methods by 
which co-oioerative credit axt ares credit from 

its inw materials. Now, in the system of Schulze, 
there is no essential defect in the process of 

^ Vidf. Trice's “Economic Seiciicc and Practice,” London, 

pp. 87, 88. 
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co-opcration which is biised on the principle of 
unlimited liabilit}’. as in the system of Raiffeisen ; 
and, there is also in it a moral basis formed by the 
processes of selection and supervision. But the 
formation of this moral basis is distinctly deficient 
when compared to that of Raiffeisen. It appears, 
however, that this deficiency was remedied to some 
extent by the sounder material foundation in his 
system, inasmuch as he took valuable . securities 
against loans given to members. Hence, we cannot 
say that, because the system of Schulze has a slen- 
der moral basis and is not tlicroughly co-operative 
in character, it does not contain the fundamental 
principles of co-operative credit. 

When the systems of the founders were estab- Uow 
lished in Germany, a new type of co-operative credit 
soon appeared in Italy. There seems to have been Luzzatti 
a very pressing need for credit in the latter country 
about the middle of the last century, owing to the 
exorbitant rates of interest charged on loans given 
to poor Italians. No serious effort, however, was 
made to improve the condition of these unfortunate 
people, until the systems of Raiffeisen and Schulze 
had attained some success. Observing the relief 
that these institutions were bringing to poverty 
in Germany, Luzzafcti decided to establish a similar 
system in Italy. Accordingly, after some experi- 
ments had been made with friendly societies at 
Lodi, Cremona and other places, Luzzatti founded 
his People’s Bank at Milan in 3 8G6. This vseheme, 
as briefiy expressed in his own words, was to 
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'capitaiise honesty/ From this conception, it is 
obvious that he believed in the moral basis of credit 
and knew that it could be utilized for the benefit 
of honest though indigent people. Then, from the 
system he adopted, it is evident that he realised the 
importance of the material basis of credit. Let us 
now see how he built upon these foundations. 

At the outset, Luzzatti laid down that- only hon- 
est and reliable men would be taken into his bank 
as members, and, accordingly, he prcivlded vstrict 
regulations for their admission. He farther ruled 
that the loan committee (comilafo di scoufo) slioul-.l 
make a searching ciuiuiiy before recoimviCiidiug 
any member for a loan. The main pm’pose of this 
enquiry was to ascertain the conduct of borrowers 
with special regard to their monetary transactions. 
Luzzatti also introduced his 'loan of liouour' am one; 
very poor people. By this solieme he encouraged 
honesty and, firlolity among tliem, and sippears to 
have worked up a section of credit mainly on a moral 
and educative basis. This is certainly a remark- 
able development, since we believe eonudemee in 
credit to be based mainly on a materi<il guarantee. 
We may explain, however, this peculiar section of 
credit from the observation we have made already, 
that when credit is given for purposes of produc- 
tion, the lender does not always depend entirely 
on solvency, that is, on any specific wealth, of the 
borrower, but sometimes on the partial repayuienb 
of the debt from the return of the loan after its 
productive use. Hence, we find that loans are ucca- 
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sioiially given to borrowers who Iiave no considerable 
wealth x>o show, but who utilise such loans in busi- 
ness in which they have made regular profits owing 
to their efiiciency, provided tliese borrowcu's are also 
known to be trustworthy. SimilarU^, lliis loan in 
the Liizzatti system seems to depend on eificioncy 
and integrity, and not on solvency as understood in 
the business world. Finally, Luzzatti inculcated the 
spirit of self-saerificc in his members by grat nitons 
service. As regards the material basis of his credit, 
he devised small shares and a reserve fund. Al- 
though ho must have understood the benefits of 
unlimited liability, we have seen the reasons why he 
had to adopt the principle of limited liability. ■" As 
regards the foundation of credit generally, Luzzatti 
himself observes that an ordinary joint-stock 
company the members money is the nnam object 
cr)n,sidered, but in a co-operatiYO' credit associaliim 
the person of tlie sliare-holder is of mucli greater 
importance than the share itself, since in the latter 
society the moral worth of the persons who compose 
it, united as they are for the purpose of obtaining 
by means of co-operation the credit which they 
would not find in other institutions, supplements 
and completes the material worth of the shares 
which are accumulated gradually and even in some 
cases by weekly instalments of a few centimes,” 
Since the svsfcem of Luzzatti is formed on the 
basis of limited liability like ordinary joint-stock 
banks, can we say that it works on the same prin- 
^ Refer to Chapter IV, p. 53 m this book. 
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ciple, namely, that of individualism ? Obviously not. 
In an ordinary joint-stock bank, the share-holders 
and constituents are mostly dihbront people, the bank 
conducting its business generally with the outside 
public, a S5'Stem by which the interests of the buyers 
and sellers of credit are kept distinct. As against 
this, the method is different with the oanca miKno.re 
in which the interests of the buyers and sellers of 
credit are identical. Here the share-holders and 
constituents are general!}" the sanue persons who are 
members of the same bank. Hence, in the system 
of Liizzatti the very people who p.ay interest on 
loans receive the dividends of the bank, a metliod 
which contains the invisible ties of co-operation. 
Again, in this system there is gratuitous service 
or absence of wages or a fusion of labour and cap- 
ital which is an important principle in co-opera- 
tion. Therefore, we could not say that, because 
the hanca poj^olare are based on limited liabilit}", 
the system of Luzzatti is wanting in co-operation. 
Here, we also find that, although unlimited liability 
is the fullest basis of co-operation that we know — 
in fact, the broadest foundation upon whicli ccf- 
operative credit was first constructed — there may 
also be co-operation, tliough to a lesser extent, 
by means of limited liability, provided the share- 
holders of a society are generaliy the same as its 
constituents, as in the systems of the tliree organ- 
isers, and the wage-sj’s tern is excluded. 

If limited liability is not a distinctive feature of 
individualistic credit, it may well bo asked what* 
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then are the features; that distinguish co-operative 
from incli vid ualistic credit — it being understood 
tliat by the latter credit is here implied all that 
great section of the credit sj-stein which is not 
co-operative? To begin vvith, we find that in the 
former section, credit is organised by a process 
of co-operation in which conflicting interests are 
destined betvv’GGii buyers and sellers as well as 
employers and employees dealing in such credit ; in 
the latter, wo know that credit is formed under the 
ordinary competitive conditions in economic life. 
Then, in the former, credit is manufactured from its 
raw imperials and without an}’ considerable aid from 
wealth ; in the latter, credit is formt^d mainly by 
tlie existence of w^ealth and under the control of no 
organization, but at an advanced stage it gets some 
help from the banking system. As regai'ds the 
causation of confidence in either section of credit, 
we observe that in individualistic credit, solvency is 
regarded more than honesty, mu.! even in the con- 
sideration of solvency bankers prefer the security of 
bonds and stocks to the debtor’s jiersonal surety. 
But in co-operative credit, as expressed in the max- 
im of Luzzatti, honesty is placed before solvency, 
and, judging from the class of people among whom 
this credit operates, these qualifications are regarded 
in that order ov.t of necessity. In this section the 
practice of ethical principles— such as honesty, trust- 
worthiness, fidelity towards promises and self-sacrifice 
—serves as a moral guarantee for the fulfilment 
of obligations. Therefore, this guarantee is much 
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greater in co operative than in ind i vicinal istic credit. 
Finally, we observe that, as co-operative credit is a 
system of banking meant for the poor, (principally 
agricnltnrists), borrowers in this system are not ex- 
pected to be solvent in the sense that this term 
wonld he used in the stock-exchange or in a joint- 
stock bank. Such solvency” would imply wealth 
wdiich may not be possessed by all the members of a 
i‘iirai society. So, to make up for this defect in sol- 
vency in individual members, the joint responsi- 
bility of all the members of a society is generally 
taken as the ultimate guavanteo of their dobts. 

Having seen the distinctions betw’eeii co-opera- 
tive and individualistic credit, we may now see if 
there are any conditions ruling the rates of inter- 
est in co-oj)erative credit distinct from those that 
govern such rates in individualistic; credit. Before 
we enter into this enquiry, we must: first determine 
the nature of interest. Interest is the 'price paid 
for the use of capital' — loaned or unloaned— and 
not for the labour or esteem attached to credit which 
is merely the process by which loaned capital is 
obtained. When business men talk of interest on 
call loans, cash-credits, documontary bills and govern- 
ment bonds, they refer to interest on capital obtained 
by these forms of credit. In this counection, the 
following observations of Francis Walker may be 
quok?d : " One borrows 85,000 and gives a note for 
that sum wdth interest. With this money he pur- 
chases live stock, machinery for his foctory or goods 
for his trade; these Averc what he wanted; these 
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were whafc he reall}-' borrowed ; those are what he 
" pays interest upoii.’'^ Describing a credit transac- 
tion, Professor PI. R. Seager also points to this 
rektion between capital and interest. ‘‘What the 
business man wants/' he observes, “ when he bor- 
rows from a bank is purchasing power, ^ 
What he really wishes is the goods to be bought for 
the purchasing poorer loaned him. It is for these 
that he is willing to pay interest.”- 

Tlic reasons why capital is entitled to interest 
form the subject of numerous theories, old and neve. 
These theories discuss the fundamental questions 
regarding interest and have little concern with our 
inquiry.’^ We are trying to ascertain merely if 
co-operative credit is subject to any special condi- 
tions Vvdiich afiect its rates of interest. Having 
seen that interest derives its origin from capita], 
we must find next the conditions connected with 
capital which bring about the rise and fall of in- 
terest. These conditions may be described briefly 
as follows : 

(1) If the demand for capital is great, the rate 
of interest tends to rise ; if the demand is small 

Yiihi "Political Kconumv,’’ by London. 1802, p. 210. 

- Yi'lr. ‘‘Introduction to Ecoiiomic.s *’ hv Seager, Ncv\’ York, 
3007, p. 333. 

^ The thcorii->i of iuferesf, wiiicb give reasons for the existence 
of interest and discus.s the legitimate share of the capitalist in 
the present sy.stcni of distribution, are well described and criti- 
cised Iw Buehm-Bawerk (himself the best exponent of the time 
theory of interest) in hi.s wtTi-lcnown books “Capital and Inter- 
est" and. “The Positive Theory of Oapitiih” Tlie.se theories 
have 3.>ecii recently reviewed in an article on “Interest Theories, 
Old and ^^ew," by Frank A. Fetter in the America'n Economic 
lltckv', March, 1914. 
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the rate tends to fall. This demand is in turn 
influenced by the productivity of capital. So long 
as producers find it lucrative to employ cap^ital and 
to the extent that they find it so — oving to natural 
resources or labour being abundant, to increasing 
consumption, to industrial cfflciency or some other 
frvourable situation — the demand for capital will 
increase, and, in consequence, the rate of interest 
will rise. According to the new theory of ‘final 
utility/ the rate of interest is determined by “ the 
return from the least productive application of capi- 
tal which must neverthole.ss be made in order to 
find investment for all the capita.! Uiab seeks it.”^ 

(2) If the supply of capital is great, the rate 
of interest tends to fall ; if the supply is small, the 
rate tends to rise. This supply depends in turn 
upon the amount of wealth in a country, upon the 
credit that the country has in the financial world 
so as to enable her to borrow foreign capital if 
necessary, upon the existonco of good credit insri- 
tutions in the country able to nranipulnte her wealth, 
and upon the trust which her capitalists have in 
their business people. If ihoy have no (rust, they 
will not lend out their capital, however abundant 
it may be or however lucrative its prospects of 
employment, but they will utilise it themselves or 
hoard it unproductively. 

Ttie conditions we have just examined show us 
that the rate of interest is determined by the demand 

^ Vide ROscherH *'* Principles of Political Econoair,'' tran??- 
lated by Laior, Book III, Chapter IV, §183. 
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and supply of capital, but they do not indicate pre- 
cisely the ways in which the demand and supply of 
capital are regulated. However, as our object is not to 
ascertain the laws of interest, but to see if co-opera- 
tive credit is subject to any special conditions which 
affect its rates of interest, we shall proceed with 
our enquiry, illie aforesaid conditions show us that 
the supply of capital in a country depends to a 
large extent upon her credit system, especially upon 
the security and risk attached to methods by which 
capital is organized and circulated in the country. 
These are the main conditions, among ■.ho^e I’ogii!:?.- 
ting the demand and supply of capital, which are 
connected wdth credit ; but, w^e find that they are 
connected wdth credit generally and not particularly 
wdth co-operative credit, since both individualistic 
and co-operative credit in their last analysis are only 
forms of credit and subject to the same conditions 
of security and risk. Therefore, we may conclude 
that co-operative credit is not subject to any special 
conditions which affect its rates of interest. Here 
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we may add that the groat difference in the rates of 
interest which co-operators pay before and after the 
formation of their society, is due mainly to the risk 
and security respectively attached to their credit. 
We cannot say that in the latter situation, the rate of 
interest falls because the demand for capital lessens. 
Although co-operators go no longer to their nif^ney- 
lenders, the demand for capital increases in the 
locality, since the society now borrows more than the 
individual members did before their co-operation. 
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The Among the principles embodying rules of con- 

founders and duct kid dowii by the founders were seif-help and 
?ng^methSs^ self-sacrifice. How such opposite principles served 
to secure the same purpose, wliid: was co-operative 
credit, is an instructive study. Schulze taught 
self-help in a practical manner to his people as 
against the policy of dependence on the state, 
because he was clearly opposed to the schemes of 
Lassalle vrith regard to state-aid in production. 
Starting with this conviction, Schulze modelled his 
scheme upon self-help as an inii.iaiivo principle. If 
this was not so, he would not have devised expen- 
sive shares as a plan for obtaining the initial funds of 
his society. When his societies flourished, it appears 
that the continuance of this principle intensified 
the natural selfishness of members and led them to 
self-seeking in the way of dividend-hunting. This 
desire had the tendency to destroy the co-operation 
between members as share-holders and constituents, 
and, subsequently it led to some of his societies 
being converted into joint-stock banks. Conse- 
quently, his scheme had to be modified by a reduc- 
tion in the rate of dividend and the value payable 
on each share. We must admit, however, that the 
principle of self-help, which in co-operation should 
develop into mutual help, was of assistance to mem- 
bers in providing them with a material guarantee 
before they could join his institution. In fact, it is 
needless to add that under individualistic conditions 
self-help is of considerable economic utility. .But, it 
is equally true that in co-operation it fails to attain 
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its purpose, since the introduction of self-help in a 
co-operative society leads to friction and competi- 
tion among memhers by which their strength grad- 
ually wears out. Hence, self-help in co-operation 
tends to destroy the very means by which its ends 
should be served. We find that, on the other hand, 

Raiffeisen adopted self-sacrifice as an important 
principle. If it was not so, he would not have devised 
the plan of gratuitous service and of the ' indivi- 
sible reserve.' We then see that this principle helped 
him to construct a sounder edifice in co-operation 
which gradually obtained, credit for a lo-rger number 
of destitute people than the scheme of Schulze. 

If it is now asked how such different methods, Self-help in 
working in obedicoco to opposite principles, helped shouhT^mply 
to bring about the same end which is co-operative help, 

credit, we should say that it is because the means 
adopted for the attainment of an end need not always 
be tlie same. In the organization of this credit, 
self-help (if used in the sense conveyed by self- 
reliance) and self-sacrifice may be both useful, each 
in its proper time and circumstance — the former as 
an initiative principle as in the scheme of Schulze, 
the latter as a permanent one as in the systems 
of Raiffeisen and Luzzatti. When co-operators are 
helpless and ignorant, it is time to teach them to 
help themselves by assisting one another to build 
up their society, because the help which thej^ seek 
will come to them not by any individual effort 
but through the labour and honesty of all. Mutual 
help, which conveys the idea more correctly than 
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self-help, should then be the principle. But when 
co-operators improve their position and display a 
desire for high dividends or to shut out new-comers, 
then their spirit of self-sacrifice should be brought 
fully into play on the ground that co-operation 
cannot otherwise continue. Teach them self-help, 
if you like, as against reliance on the state or on 
tlie help of outsiders, so long as they can use it 
merely as an initiative principle, but you will not 
require to teach them the pursuit of their selfish 
interests, for this will come to them as the natural 
result of their intelligence. This course may seem 
to be eclectic, but, at any rate, it is the wisest tlnat 
the experience of organisers, nob merely the maxims 
of moralists, have taught us. 

We have seen already how self-sacrifice helps 
co-operation by the subordination of the individual 
to the social interest and the avoidance of competi- 
tion among members as capitalists and labourers. 
We shall now see how this principle holj'is credit 
among poor people. It is obvious that if such 
people were to employ a staff of salaried officers 
in their society, they could nob afford to give loans 
to their members at a low rate of interest, and so 
their credit institution would be of little benefit 
to them. Then, we have seen that bankers have to 
perform small offices for their depositors without 
any remuneration so long as they are in need of 
deposits. So, we find that credit cannot be estab- 
lished without the practice of a little self-sacrifice 
by those who are in want of capital. In the systems 
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of Raiffeisen and Liizzatti. self-sacrifice implies most- 
ly gratuitous service, that is, occasional labour with- 
out anj/^ immediate return, but with the ultimate 
compensation of cheap credit. Kow, cheap credit in 
place of usury has a value — t!io difference between 
the amounts of interest— which may be said to arise 
pai'tially from this self-sacrince. 

Our inquiry into the causes of confidence in the 
two sections of credit leads us to a conclusion which 
is of fundamental importance to the credit S3^stem. 
Does this investigation show us that confidence in 
credit arises exclusively from either a material or 
a moral guarantee ? Obviously not. On the contrary 
it shows that there can be no sound and progressive 
credit resting even extensively on one of these founda- 
tions. We have seen that in the past ages there 
was generally too great a reliance on the material 
basisd This was due to little mutual confidence 
among business men as a result of the slender means 
of transport and communication, and also to credit 
being then given generally for consumption which 
meant the destruction of the value of the loan, thus 
compelling the creditor to depend almost exclusively 
on some specified v/ealth of the debtor for the re- 
payment of the debt. A remnant of this credit 
continues to this day in the method of mortgage 
and lien upon goods, but in this method credit fails 

^ When we say that in the past ages there was too great 
a reliance of credit on material securities, we do not mean tliat 
there was no personal credit but iiierely that the predominant 
character'' of credit in those ages was impersonal or what is 
known as ‘ real. ’ 
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to display two of its most impvortaiit functions^ as 
observed in the last chapter. Consequently, this 
process of credit has not shown any development, 
and it is doubtful if it can be classed as credit which 
has been defined as the exchange of present wealth 
for future wealth.” Similarly, the ‘loan of honour’ 
in the system of Luzzatti and the debts of honour 
contracted in private life, which depend almost ex- 
clusively on a moral guarantee, can hardly be in- 
cluded in any sound system of credit. 


Modern cre- 
dit tends to 
equalise its 
dependence 
on guaran- 
tees. 


As compared to the great reliance on the material 
basis in the past ages, credit tends to depend more 
upon the moral basis in modern times. This is due 
to the fact that men can now ascertain and thereby 
depend on one another’s business conduct owing to 
an intensive system of exchange, and also because 
an almost exclusive reliance upon specific wealth is 
not essential, as credit is now given generally for 
production, in which the value of the loan continues 
to exist and at least helps the debtor to repay his 
debt, provided he is trustworthy. The old saying 
that only the rich can borrow was true so long as 
there was too close an adherence to the material 
guarantee, but since the productive use of the loan 
and the personal character of the debtor have come 
to be specially considered, business people of ordi- 
nary material resources also get credit, and co-opera- 
tive Credit now shows that even the poor can borrow 
so long as they can combine their material respon- 
sibility, establish a moral guarantee and Utke loans 
only for productive purposes. Accordingly, at the 
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present day there seems to be a more equal depend- 
ence upon the iiiaterial and the moral foundations; 
and credit has developed its functions so extensively 
that it has become a substiluto for metallic money. 

In defining the real nature of credit in modern 
times we cannot forget this extensive foundation as 
compared to its slender basis in the past ages, for 
it is owing to this widening groundwork that credit 
has evolved from a simple to a complex process. In 
connection with the development of this system, the 
notion of ^spiral evolution' — that is, of credit pro- 
gressing from a ' personal' to a 'real’ type and back 
again to the 'personal’ type — may indicate its pre- 
dominant character in particular periods by adapta- 
tion to economic environment, similar to the idea that 
we have regarding the stages of industrial evolution. 
But this 'spiral evolution’ in credit should not 
convey the impression that credit depends solely on 
either a material or a moral basis, no more than that 
factory economy should imply that industry at the 
present day is made up solel}^ of the factory system 
to the exclusion of all other types. We know, for 
instance, that at least agriculture has always been 
carried on as a home industry. Hence, from the 
facts revealed by our inquiry into the causes of 
confidence in credit, we are led to conclude that 
the concept of modern credit must be founded both 
upon the material and moral guarantees — not solely 
on one of them — and, that apparently these founda- 
tions are^ closely connected, since they seem to affect 
each other’s growth. They are, perhaps, intersticed, 
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as certain biologists now think with regard to men- 
tality and vitality. 

The history of co-opcrativo credit shows that it 
has organized funds for poor {)Gople under varying 
conditions all over the world for over sixty years. 
This goes to indicate that it is a form of credit 
which is useful universally under nvodern economic 
conditions. Movcover; our enquiry into its nature 
and methods leads us to conclude that it is a 
process in the exchange of wealth possessing the 
following functions : 

1. It develops moral and iv-'iteria,- gvLjurr.iiees f.-r 
the purpose of ci\eating confidence the basis of credit. 

2. Yfhilo doing so, it combines the credit of the 
many to organize capital for the few.^ 

3. In common with individualistic credit, it 
collects small sums of money from various sources 
where they produce nothing and utilizes them for 
productive purposes. 

4. Along with individualistic credit, it serves 
as a mediiuii of exchange. Its function, however, as 
such a medium is restricted, because the credit ins- 
truments of members of co-operative credit societies 
seldom exchange in the financial market. We are 
aware of such instruments, only when accepted by 
the Banca Foiiolare at Milan, being discounted by 
othe^; banks in the town. The credit instruments 

^ All the nieiiihcrs of a credit society cannot expect to get 
loans until the society prospers and has suiHcient funds. Until 
then it may be said ihat the needy members get Ihc^beneht of 
loans and the well-to-do find a safe investment for their money. 
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of societies themselves are, however, negotiable in 
• local financial markets and they circulate as rea,dily 
as checks and drafts. 

5. To the extent that this credit serves as a 
medium of exchange, it also serves another func- 
tion in common with individualistic credit, and 
; that is the economy it effects in the use of metallic 
money. These two functions, possessed by both 
|;^ sections of credit, are noticed to a large extent in 
communities which have attained industrial effici- 
ency and have a proper code of business ethics. 
Where the material guarantee and the business 
' morality of borrowers are great, it is obvious that 
credit will develop its functions more freely than in 
communities less advanced in these respects.^ 

The benefits which co-operative credit has con- 
ferred on the poorer classes of producers in the com- 
petitive age cannot be ignored. There is scarcely 
any doubt that this section of society desired eagerly 
f for means by which their business could be canied 
’ on and their poverty relieved, and, that when this 
credit was established, it satisfied their long-felt 
wants. Wc may infer, therefore, from the facts we 

I _ ^ 

I ^ Credit is such a difficult device that its slightest inflation 
upon unsound foundations — such as uncertain material securities, 

I defects in the code of business ethics, industrial inefficiency 
I or an imperfect system of state regulation with regard to bank- 
I ing— is likely fo lead to disaster, as recently experienced in 
India, which generally sets back for many years the development 
/ of the credit system in a countr3\ Speaking of credit as a 
j social system, rather than as an individual process, the most 
‘ delicate portion in its mechanism seems to be the &cale on lohich 
! circumstances of security and risk are balanced with the purpose 
s of maintaining the stability of credit. 
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have observed with regard to co-operative credit, 
during the last sixty years or so, that it has the 
following utilities: 

1. It provides a method for the transfer of 
capital to producers who are deficient in this essen- 
tial agent of production. 

2. By organizing capital for small producers, 
it helps to maintain agriculture, Imndicrafts and 
retail trade. ^ 

3. By improving the material position of the 
poorer section of industrial society, it removes 
poverty and indebtedness. 

If we now inquire historically into the circum- 
stances under which co-operative credit was devised, 
we shall find that there was a pressing need for it 
by the advent of new economic conditions and the 
time was ripe for its institution. We have seen that 
at the end of the eighteenth century the industrial 
revolution commenced in England with the applica- 
tion of science to industrial life. This resulted in 
the competition of scientific power with manual 
labour which led to the growth of the wage-system, 
to the divorce of capital from labour, to the com- 
plete disappearance of the old trade associations 
following the mediaeval guilds, and, finally, to the 
establishment of the factory system. In the mean- 


^ The bulletins of Economic and Social Intelligence issued 
by the International Agricultural Institiite at Rome and the 
[■eports of the International Co-operative Congresses held at 
lifferent centres in Europe since 1895 show to what ^xtent co- 
operative credit lias helped to develop agriculture and maintain 
miall-soale industry in Europe. 
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while, serious attempts at co-operation were made 
in several countries, particular!}- about the middle of 
the last century. In 1844 the first attempt at 
co-operation — known as distributive co-operation — 
v^as made in England by the Rochdale Pioneers’ 
Association. After the revolution of 1848 in France, 
the State granted a subsidy of nearly three million 
francs for co-operative production by national work- 
shops. In 1849, the first step, also in co-operative 
proclactio23, seems to have been taken in the 
United States of America by the formation of the 
Boston Tailors’ Union. Then, in the years 1849 and 
1850 we find that both Raiffeisen and Schulze laid 
the foundations of co-operative credit. When the 
effects of iho new order of competition, brought 
about by the introduction of science into industrial 
life, were beginning to be felt in the spheres of 
production and distribution, it was only natural that 
those who were pressed hard by them should have 
attempted to devise some means by which their 
difficulties could be removed: and, we knovr that co- 
operation is one of the methods that come naturally 
to men in times of great difficulty. Therefore, in 
the new economic order, improved methods of co- 
operation seem to have been the natural results of 
the modern system of competition. But while the 
application of science to industrial life is only a 
particular stage of economic evolution, there seems 
to be no escape from the permanent, if not growing, 
pressuip of the ' law of population.’ Plence, by the 
natural tendency that we have just observed, the 
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methods of co-operation must continue to develop 
along with the growth of competition. The struggle 
for existence, as it appears from our present com- 
petitive system, seems to be a phenomenon co- 
existent with that of the mutual dependence of 
men, as evident in our economic life by the division 
of labour, the system of exchange and the need of 
trust in business. Possibly, the simultaneous exis- 
tence of these two phenomena in the smallest groups 
of industrial society, teaches us that in life egoism 
is the end but altruism is the means, a doctrine 
which, by the mutual help implied therein, should 
be taken to indicate the fundamental importance 
of co-operation to human society.® 

^ The ‘doctrine of solidarity,’ whioii is here referred to, was 
not unknown to the classical economists, and it has been recent- 
ly explained by Professors Charles Gide and R. T. Ely. It is 
possible that the mutual dependence of men originally*^ created 
the demand for the means of transport and communication. 

‘‘From the dawn of life, then,” says Herbert Spenoer, 
“egoism has been dependent upon altruism as altruism has been 
dependent upon egoism.” Vide Spencer’s “ Principles of Ethics,” 
London, 1890, VoL I, p. 215. 
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Competition- 

In support of facts from which the conclusion has been 
drawn in Page 15 that “keen competition tends to degrade 
human nature,’^ we reproduce the following extract referring 
to the 6th International Congress of Chambers of Commerce 
which was opened on June 8th, 1914 at the Sorbonne in Paris 
under the presidentship of M. Peret, the French Minister 
of Commerce : — 

“The most interesting question discussed to-day (9tli June) was the 
subject of an international convention to deal with various forms of 
unfair coni^p-tUion. In commerce the drafting of sucli a convention, 
embracing many difficult questions, such as bribery and corrup* 
tion, fraudulent imitation of trade-marks and defamation, would be a 
ver}’- complicated problem, and several of the German delegates w'ere 
of opinion that the subject was too immense to tackle. Britisli and 
American representatives, however, urged that it should at least be 
oarefnli}' studied. British legislation against bribery and corruption 
was instanced as a good example of comprehensive legislation in one 
branch of the question. Sir Algeraon Firth, President of the Associa- 
tion of Chambers of Commerce of the United Kingdom, spoke strongly 
in favour of an effort being made, and a resolution was tinally adopted 
suggesting that a special committee should study the subject in all its 
aspects aiid present a report to the next conference.” — See Indian 
Trade Journal, July 2, 1914, Calcutta, issued by the Government of 
India, ^ 
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TiiK Raiffeisen System. 

A d6is<‘.riptioii of the Raiffeisen System in Germany was 
sent to the Lst International Co-operati\-c Congress, held 
in London in ISOo, by Dr. Th. Creoier, President of the 
Raiffeisen Union at Neiiwicd { Yerhand LdudUclinr Gen-ossen- 
schafteii filr Dnil^diland — the Union of Rural Associations 
of Germany). The nndernoted extracts are taken from this 
description given in the Report of this Congress : — 

'‘The Union of Rural A s.sociat ions wliich adheres strictly to the 
principles laid down by the late F. W. Rairreiscn, has long since 
made good its footing all over Germany. First established in 1849 
in the Rhenish Westerwald, tin’s system still obtains proportionally 
the largest support in Prussian Rliiiicland and in the adjoining province 
of Hesse-Nassan, in which two districts its associations numbered 
ill ?^Tay last no less than 604. However it has long since spi'ead 
into Saxony, Thuringia, Alsace, and even into lln,‘ remotest corners 
of Eastern Prussia and Silesia, and, indeed, far beyond the boundaries 
of German3’'. And M'herevor its principles liave bo(‘n strictly carried 
into practice, and more particularly the safeguard of rigid and 
searcin'ng auditing and checking of accounts has been insisted upon, 
it has boon found to ensni*e alike success and safety, making of its 
adherents bettor men, while bringing them valuable economic reli(4'. 
The leadei’s of the movement are anxious rather to have none but 
good associations in the Union, than to multipl}^ the number of 
affiliated societies. The figures of societies owning allegiance to 
ISreuwied stood in Alaj’- last at exactly .H'lCKt and l\y far tlic larger 
number of tlicse, namely were registored as credit societies. 

In addition then* were ' 22 . dairy and 15 vinegrowers" associations. 
Tlie numbers lia-ve increased since. It ought to be pointed out that 
a considerable iuaji>rity among the societies refcrri.'d to, being forludden 
by the rules to engage in any trading on their own account, have 
co-operative supply associations organized by the side of tlieni, 
consisting of very nearly the same persons. The ‘Union,' therefore, 
reall}' represents a vciw much larger volume of co-operative work 
thiin is indicated in the ligures tpioted.'’ 

“The idea upon which the s^^stem, still popularly' namc*l. after its 
originator F, W, Raifieisen, is built up, is that of strict eoninmnity 
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of interest and of liability bet'v\'een members. As the system ^^'as first 
conceived., there was to be no tax of any kind levied iij)on incoming 
iijenibers, neither entrance fee nor share or ^pai't soeiah^; bnt llie 
member himself, it ijrsi.sied. should be >ejec-it‘d with great care, 

''rhe system was never intended for any but rural districts of vQty 
circumscribed area — an area so small as to ensure tliat within its limits 
members must be tolerably well known to one another and coiitiniially 
under one another\s observation, fbunted .-ucli conditiorss, it was 
assumed, and in practice it has l)cen found, tliat a number of persons, 
rich and poor joining togv:i.ivr, a.:d olcd. big Ll:^4iis..-1\\ > on: for all and all 
for one, may raise l»y credit only all such sums of money as they may 
stand in need of, to supply the- demands of individuals. Tlie power 
of granting long credii. is of the essence of the system, inasmuch as 
for agricultural purposes long credit is absolutely inclispeiisible, and 
it is no relief to give to a poor man short credit when long is required. 
Since the object of every loan is inquired into, and bori-on ers are 
held to it; since punctual payment of interest and repayment of 
principal by instalments is rigorously exacted, and, since members 
are all under one anoMiers eye, and moreov'er the societ}' secures 
itself by sureties— loss in lending can be, and as a matter of fact has 
been, guarded against with very good efiect. The societies generally 
have very good credit among dej^ositors as well as among capitalists, 
and are steadily increasing in strength. One very importaid feature 
ill the system is that there sliould be no profits, no salaries (tnxeept 
a vsmall one to the secretary), no pickings of any kind obtainable from 
the bank. Scrvic^es must be. gratuitous, and all profits realized must 
go to a reserve ('Sfifitf.u.f/'ifoml), belonging alrsolutely only to the society 
as a whole and never to be shared out, and iucrca.sing till it becomes an 
impregnable rook of solvency to the association.'’ 

“ Rural associations group themselves together in Provincial 
Unions, each with its own managing committee ; and embracing all 
these there is a General Union, governed by a central committee, 
which has its seat at jXeiiwied, and at present employs about seventy* 
paid officers. Of that numlier twenty-four are ' inspectors.’ engaged 
almost continually in travelling from association to association, audit- 
ing and checking accounts, and deliveringlecturos, in t>rder to make the 
Raiffeiseq principle more widely known. By this means old associa- 
tions are kept safe and new ones are being steadily added to the Union.” 
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'* These associations, all of them, grant- loans and receiYO deposits. 
To equalize their transactions and serve as a general reservoir, 
receiving surpluses and meeting demands for money, the * Union’ 
has formed a ‘Central Bank’ which has its seat at Neuwied, but 
which has for the further convenience of its constituents already 
established several branch banks in suitable centres, and is about 
to increase the number of such branch establishments to ten. The 
great utility of such central and branch institutions has been recently 
pointed out in the German Pfirliament by the President of the 
Imperial Bank of Germany, Dr. Kocli. The Central Bank, which is 
admitted to the privilege of discount transactions with the Imperial 
Bank on most favoured terms (at present the discount stands at two 
per cent), is in a position to grant loans to local associations on 
very easy terms (4 to 4J per cent according as the loan exceeds 
or falls short of 10,000 marks), and to pay them to per cent 
on deposits, giving the preference to amounts below 10,000 marks. 
Its turnover in the past twelve months was about 28,000,000 marks. 
The expenses of management are very small. The profits realized 
last year are about 81,000 marks. The Central Bank is a joint- 
stock enterprise, for wincli the necessary capital has been raised by 
shares, the amount of which absolutely limits the liability of every 
holder. The capital taken up now stands at 2,550,000 nmrks, the 
amount paid up at 1,300,000 marks. A few of the shareholders 
are individuals, the bulk are local associations. But no association 
is compelled to take up shares. The Bank does business with 
associations whether they do so or not. As a matter of fact 1514 
out of the 1600 associations have become shai'eholders.” {Vide 
“ Report of the 1st International Co-operative Congress, ” pp. oOl-oOIh 

The undernoted extracts describing the Raiffeisen system 
in Germany are taken from Nicholson's “ Report on the 
Possibility of Introducing Land and Agricultural Banks in 
the Madras Presidency : — 

“A Raiffemen bank is simply a village society of agriculturists* 
labourers and shop-keei)ers united for common interests ; at first a few^ 
of the better class unite; these by example and precept draw in 
others. The first steps arc hard, but once fairly started ther^ is little 
difficulty, as the advantages are manifest to all. It is considered that 
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the village should have not less than 400 nor more than 2000 inhabi- 
tants ; several small villages may unite if too small for a separate 
vsociety. This principle of restricted area is deemed essential ; the 
bank is thus at the borrower’s doors. It can be administered gratui- 
tously and by tlie most trusted men of the community ; it has a perfect 
knowledge of the candidates and can reject all unworthy of the honour 
who would be likely to discredit the society; it tends, therefore, 
directly, by reason of the advantages of membership, to encourage or 
to incite men to industry, thrift and sobriety.” 

■¥■ * # * * , 

“ It (this bank) has a perfect cognizance ui: the solvency and status 
of would-be borrowers, and it can and does examine the purpose, 
of every loan and enforce its due employment, for in a village all is 
open to the eyes and ears of all ; it establishes among the members 
the bonds of confraternit 3 " and tends to substitute association for sus- 
picion, health\’ and active communal, x’et personally free action for 
individual 5.solation and inertia ; it forms a centre of local progress and 
reform. All are admissible even the poorest, who .sati.sfy the adminis- 
tration that the\’' are wortlr/ of membership, and, as will be seen in 
Italy, the mere possibility of joining a society has reclaimed men from 
drunkennes.s and extravagance, and has given them an impetus to 
sobrieh’, industry’ and even to education in its or<Iiiiar 3 - sense.” 

*5f # * ir " «• , 

“The chief features are (I) that tj^e socn'eiy is ahsuluteh' local, 
the limits of a coraniune (village) being strictly' maintained as the 
limits of niember.ship and of operation ; ('2) tliat the administration 
is equalh^ local, members alone being eligible for appointment, and 
is absolutely gratuitous; (.^) tliat there is but small share capital, 
all funds being borrowed on the guarantee of .solidarit}" and even- 
tually of the reserve: (4) that there are, therefore, no dividends to 
pay, and all profits go to the reserve ; (o) that only members, W'ho 
must be residents of the commune, can get loans : (6) that loans 
ma 3 ’’ be of long term extending to ten or even twenty v^'ears ; (7) 
that, as far as possible, all funds are the result of locaT thrift. ^ * 

Kaiffeisen allows no dividends, but only market interest on depos- 
its, and |ill further profits go to a reserve ; there is but small share 
capital which i.s intended (1) for the ordinary' purposes of a reserve. 
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(2) for purposes of public utility. * * * Kaiileiseii. while anxiously 
promoting thrift, desired to guide the ]}easantry towards unselfishness 
and public spirit rather t han tt) indi\'idvial profit.’’ 

^ *;■ ir -jf- * 

•'The society always has a board of directors, a council of 
supervision, a general assembly and an accountant. Regarding these 
organs Raiffeisen said ‘ the directors decide, the accountant executes, 
the coiinnittee of supervision oversees.’ The directors elected by 
the general assembly represent the society and have the manage- 
ment of affairs, * * * lhc3 internal work of the office, the iiKpiiry 
into and grant of applications for loans. * * * The council of 
vsupervision lias a general control. * The general assembly is 

the source of all power and is a petty democracy'. It decides the 
general rate of interest to be demanded from borrowei's and is 
likely to keep this as low as poBsit)le since ail the members are 
probable or x^ossible borrowers. * * * The confidence of the people 
in the great security offered by the solidarity of the societies, 
most of whose members possess some material property, is shown 
hy the fact that in the great war of 1870-71 any amount of funds 
was offered to these societies without interest, capital seeking secu- 
rity only.” {Vide XicholsoiTs “Report on Land and Agricultural 
Banks,” Vol. .1, pp. 147. loO.) 

A very clear exposition of the Raiffeisen S 3 ^stel^, as 
it exists in Germany at the present day, is given in the 
‘'Report to the Board of Agricuituro of azi Enquiry into 
Agricultural Credit and Agricultural Co-op>eration in 
(Germany'’ (presented by Ilis Majesty^s Command to both 
Houses of Parliament) by J. R. Calii)], 1913, London. 
The undernotecl extracts are taken from this Report : — 

“At the ]>rc:rent time the majority of Raiffeisen banks in Germany 
may be said to present the following features : — 

limitation of area, so as to secure iiintiial personal knowledge 
on tlrj part of membors ; 

low shares ; 

permanent indivisible reserve fund : 

unlimited liability of the meml^ers ; 
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loans only for productive or provident purposes ; loans only to 
members ; 

credit for relatively long periods with facilities for repaynieiit 
by instalments ; 

the determination every year bj^ the members of each society 
of the maximum cro.Mt that may’ be held by^ individual 
members at any’ time as well as of the maximum total of 
savings deposits receivable and of loans that may he taken 
up by the society’ ; 

absence of profit-seeking, dividends if paid being usually’ limited, 
as a maximum, to the rate of interest paid lyy borrowers 
for loans ; 

office-holders, with the exception of tlu^ secretary, not paid for 
their services ; 

promotion of the moral as well as the material advancemimt of 
members, and in particular the purchase of agrieultui’al 
requisites for sale to meinliers and often the procuring of 
agricultural machines and implements for lettir'.g on hire 
to members.” (p. xv.) 

“The principal functions of Raiffeisen banks arc: (!) to meet the 
needs of their members for supplemeiitaiy personal credit or curront 
M’orking capital, (2) to promote tlu-ift among the rural population 
by^ receiving their savings as well as the savings of non-members 
and paying interest thereon, and {J>) to act in general as the village 
banker." (p.xvi. ) 

“ Loans are secnrcfl for tin? m«>st ])art on personal l)onds backed bv 
sureties, but mortgage security’ is not uncommon in eertain districts. 
The committee usually’ asks the piu'pose of the loan, and usually' 
enters this in tiif minutes of the transaction. Alany’ of the more 
developed societies do not ask the question, being only’ concerned 
witli the standing of tlve borrower and of his snretie.s.'* (p. xvii.) 

‘‘ From the beginning Raiffeisen recognized the necessity* for 
combination among rural credit societies .so .as to provi<ie tliem wilh 
a permanent centre at which depositing and borrowmg inigb.t be 
advantageously transacted l>y non-profit-seeking organizations which 
at once ijnderstood and took account of the .special financial structure 
of co-operative societies and of the conditions of their business. At 
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the present time over 90 per cent of the rural credit societies are 
share-holders or members of eo-operative central banks, of which there 
are nearly fifty (imduding as separate banks tlie twelve branches of the 
Raiffeisen Central Loan Bank) in Germany/' (p. xvii.) 

These central banks are organized according to provinces or 
states. The German Agricultural Central Loan Brink, founded b}’ 
Raiffeisen in 1870, extends its operations over the whole of Germany, 
but it has decentralized its business by the creation of 12 branches, 
which limit their operations to fixed areas co -extensive with a province, 
part of a province or adjoiiiing provinces, a state or congeries of small 
states, and wliich form in fact provincial banks.'*’ (pp. xvii, xviii.) 

‘•The central banks lend money to credit societies at rates which 
vary according to market conditions; lait rlie nornuil rates of interest 
for advances within the ordinary credit, as allotted periodically to each 
society, range from 4|; to 5 per cent. * * * The cheapness of tliis credit 
appears more striking when it is recollected that ordinary coiriniercial 
credit in Germany is dearer than in England. *' (p. xvii.) 

“Rural eo-operative societies are not profit-seeking speculative 
undertakings, and German rural societies have found that the capital 
on which the\" mainly depend, namely, savings deposits of members 
and non-members, tends to remain with them for long periods. Should 
a sudden call come which they are unable to meet out of their 
immediate resources, their solvency is practically assured through their 
central bank/’ (p. xviii). 

“In Germany the success of the movement was largely the result of 
the intensive propaganda carried on continuously from many sides as 
well as of the effective assistance of the state.” (p. xx). 

Referring to the usury practised upon German agi-iculturists 
in former jmars, the aforesaid Report contains the foihnving 
remarks : — 

“The extent and ravages of the usury pi'actised upon them in 
various parts of Germany have been described by many writers, notably 
in the volume of the Association for Social Reform entitled ‘The 
Personal Cr^it of Small Landed Proprietors in Germany,' and in 
‘Usury in the Country.’ Rural credit societies have contributed more 
than any other factor towards the almost complete disappearance of 
these gross forms of usury.” (p, 72). 
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Model Articles of Association issued by the Raiffeisen 
Federation in 1910. (Extracts.)* 

1. The undersigned estaldish, within the terms of the Imperial 
Co-operative Soeietios Act, a co-operative society to promote tlm 
e(ionomie interests of its members by means of business operations in 

common, under the trading title of the Savings and Loan 

Bank Association, registered co-operative society with unlimited liabil- 
ity. The association has its scat in 

2. The obiect of the society is to procure the necessary capital 
for furnishing loans and credit to the members, and to effect by 
further measures the improvement of ihe economic situation of the 
liiembers, especially by 

(a) the purchase in common of farm requisites, 

(/j) the raising and sale of farm produce and of tlie products 
of rural indu.stry foj' common account, 

(r) the procuring of machines and other objects of utility on 
common account for letting on hire to the members. 

3. The Association aims less at realizing profits from its busi- 
ness than at strengthening those economically weak, and at promot- 
ing the intellectual and moral welfare of its members. Its activities 
must accordingly extend to : 

(t?) the furtherance of thrift, 

{//) the accumulation of an indivisible association fund (founda- 
tion fund) for the promotion of the economic conditions of 
the members, 

(r) the organization of means for Ihe cultivation of raral social 
welfare and love of Imme, 

(d) the establisliment of conciliation courts of the association 
for the purpose of checking litigation, 

(e) tlie active opposition to such transactions in real propertv 

as are against the public good, and siieli participation in 
the relief of landed property from debt as may be expedient, 

CO the holding of instructive lectures and the exchange of 
practical experiences at the meetings of members. 

* Reprqfluced from the Appendix given in Cahilbs Report to the Board of 
Agriculture/’ 
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4# The association rests upon a Christian and patriotic foimda- 
tion. At meetings and in all the activities of the association 
opinions and measures of a religious or political character are absol- 
utely prohibited. 

* # * ^ * «• 

12. Each member has the right :~~ 

(a) to deposit surplus money at interest with tlie association, 
in so far as the means for employment of same exist ; 

(b) to apply to the association for loans or eretlit iipon the 

conditions laid down in tiie articles to the extent of the 
means orjen to the association ; 

(c) to participate in the common supplying by the association of 

farming necessaries, in the use of the machines and im- 
plements belonging to the association, as well as in its 
other undertakings ; 

(d) to be present at the meetings of members and to take part 
in the deliberations, voting and elections of the association ; 

(e) to examine the minute book of the meetings of members ; 

f'/J to demand, at his own cost, a copy of the balance-sheet 
and of the annual account previous to the passing of the 
balance-sheet by the meeting of members. 

* .•!! * =!! -;!■ 

14. The organs of the association are : 

(a) the committee of management. 

(b) the board of supervision, 

(c) the meeting of members. 

Only members of the association may be elected members of the 
committee of management or of the board of supervision. 

15. The Committee of Managcinent shall con.sist of five members 
chosen by the meeting of members, of wdiom one is appointed chairman, 
a second liis deputy, and the remainder asse.ssors. The period of 
appointment ^jiall be four years, 

#**«•** 

23. Tlie Board of Supervision shall consist of from three to nine 
members chosen by the meeting of members, one of whom is appointed 
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to be chairman and another his deputy. The number should always 
be divisible by three. The term of appointment is three years. 
***** ^» 

57. The assets of the association, inclusive of the reserve fund 
and the foundation fund, are the proj)erty of the association, upon 
which the individual menihers have no claim ; nor may they demand 
any division thereof. Neither past members nor the heirs of past 
members have any claims upon the said property. In case of dissolu- 
tion of the society, its property is to be made over to the Agricul- 
tural Central Loan Bank for Germany, or to some institution 
authorized to accept trustee funds, for the purpose of adding interest to 
capital until one or more new associations have been formed on 
RaijQTeisen principles covering substantialiy the area embraced by the 
former association. 

* * * * ■ * * 

The Schulze System 

An account of the Schulze system in Gevnumy was given 
in the 1st International Co-operative Congress by Dr. Hans 
Criiger, Chief Secretary of the Federal Union of German 
Industrial and Economic Societies — Allgemeifier Verhand 
Deutscher Unverbs-und Wiy'thschafU-Ge'nosseiischafteii — the 
Schulze-Delitzsch Union in Germany. This account is repro- 
duced here from tlie Report of this Congress : — 

“The first societies of artisans and workmen i»ascd upon the self- 
help of those taking part in them M'ere called into being by Judge 
Hermann Sehulze-Delitzscli—who was born *29th August 180S and died 
29th April 1883 — in his native town of Delitzseh. Those associations 
were intended to divert the working classes from the. path of those 
aiming at state support, guilds with compulsory membcrshii), and at 
centralization from above. The movement has developed, on the 
initiative of the people, with slow and steady progress. * * * In the 
autumn of 1S49 Selmlze founded in his native town the^first ‘ Associa- 
tion for procuring Raw Material,' a society formed by thirteen miister 
joiners on the same principles on which he had already called in- 
to being a friendly society, providing a fund for sickness and death. 
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'The pufcliasers were to he nieinhevs of the society, and it was to be 
tinder their own eontroL At the end of the saine j'ear the shoemakers 
united in a similar society. The result obtained led to the formation 
of a Shoe-makers’ and Tailors’ Bociety at Eilenhurg in 1850. There, 
no less, the result was favourable, and Bchulze took care that such good 
result should become more widely known. In a short time there sprang 
up in Saxony and Bavaria a large numbei: of ‘ Associations for procur- 
ing Raw Material’ especially in the shoe-iuaking trade.’’ 

In the niuuerous associations of this kind then in existence the 
«liscovery had been made that the iinliinited lial)ility undertaken 
by the inenibers for the credit of the soeiet^^ had jivocured them 
very good credit. In Eilenburg, Br. Bernhardi and one Biirnuinn, a 
master-tailor, accordingly applied the same principle to the credit 
association of the place, on the theory tliat the * union of several small 
businesses makes one big one,’ and men slionld combine with others to 
effect what they cannot cany through alone. ‘ All for one and one for 
all,’ that was the simple principle which was to produce such brilliant 
results in practice, and on which Bchulze -Belitzsch has deiiujcraiized 
credit. Owing to the unlimited liability of the members, the credit 
association in Eilenburg was enabled to take up an independent posi- 
tion, and to do awciy with every outside assistance.'’ 

“In other countries people had some diffcuiiy in understanding 
how Bchulze succeeded in upholding so long Ib.e principle of unlimited 
liability as the only pei-missible one. In 1858, he t<jok the opportu- 
nity of uttering a ])«.'lesni(.* on this point. ^ Unlimited liability is 
a matter of fact, not a mere theory, not a doctrinaire scheme ; 
without it nothing can be done, and no money caii be obtained. . . , 
I’o these principles tunlimited liability and seif-lielp) we hold iirmly, 
considering them to be the only principles justifiable in eo<jiiomy, 
and rejoice to detect in them not merely what is justihable by 
argument, but moreover, what is particularly suitalde to tha character 
mid manners of our people.'' Moreover, it should be remembered that 
the Credit Associations soon took the foremost jdace among co- 
operative societies, and that they recpiire credit in a much larger 
degree than any other kind of society, 'i’iiey were building up a 
new form of enterprise, which had first to gain the confidence of 
the business world. Finally, to explain the ready acceptance of 
unlimited liability, at the outset the circumstance was decisive that 
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in PriisKici, where the societies originated, this was the onl;^' system 
recognized by the la,w. and that the law, no less than the cust(jm 
of the country, demanded unlimited licibility.” 

Fur the rest, in the sixties, opposition to this collective liability 
was raised by some societies not dependent on such far-extending 
cre<lit--by associations of consumers; but it soon came to an end, 
and never spread far. 'the admission of limited liability hi/ (he side of 
unlimited has in later time resulted only from the economic develop- 
ment of the societies. Schulze himself desired it wdien the time 
would be rii^e for the change. I'his happened when a part of the 
credit associations had a(i(juired siiiiioieiit business importance to 
enahie them to offer ade<]uate security, while discarding unlimited 
liability, and disposed them to convert tliemselves into what Tnay 
be termed capitalist associations. 8iich contingency Schulze w'ished 
to avoid, since an association of capitalists can no\ er afford to artisans 
in need of credit the same service as a co-c»perative society, and is 
far from having the same effect upon their character. In order, then, 
to keep these societies truly co-operative, Schulze recommended that 
limited liability should be tolerated. This point of ^’ie•sv was re- 
inforced by the fact that in the course of time those societies had very 
niiieh increased in strength whicli needed either very little or no credit 
at all, as h'jr example, the Unions of Ooiisumers, and for such the limi- 
tation of the liability for theii; members could be only helpful. * ^ * 
'I’he aims of this Union (the (general Union of (lerman Trade and 
Kconomic Societies) are — 

{a) the fiirtheranee of co-(jperation in general, 

{h) the development of the constitution and the instil iithni of 
allied .soeieties, 

(o) the protection of common interests by united efforts and 
resources, 

{d) the formation of mutual business relations between societies.” 

“The Union is a means for the interchange of the experience 
gained, for counsel and help in any case of atta(fk or difficulty which 
may embarass individual societies, for the pow^erful union of their 
strength, for the prosecution and maintenance of common interests, for 
defence aad unity in the face of threatening situations and dangers, 
for the formation finally of business relations among its members. 
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The Union defends the interests of associations publicly, by word 
and in writing, to an extent wiiieli makes oven associations not affiliated 
to benefit by its action.” 

****** 


“Yet one agitation with regard to the co-operative movement 
must be referred to, and that is the one got up by Ferdinand Lassalle. 
* * * Lassalle demanded the founding of productive societies by state- 
Iielp without troubling himself to explain the method which he ad- 
vocated. He intended w'ith the help of the (State, to turn the existing 
societies into a Union for Credit, which would embrace an Assurance 
Association compensating workmen for losses which might occur, 
so as to make them unnoticeable. Schulze rightly opposed this on 
the ground that such a union would ‘disloiaite credit in the most foolish 
way, while it •would lay upon worthy and respectable men of business 
the burden wdiich others have incurred through want of insight, frivol- 
ity and errors of all kinds.’ Lassalle paid no attention to the failure 
of such state support already experienced in France, He did not 
consider that the State, through the granting of funds for new* establish- 
ments, would create institutions which would compete with the under- 
takings •w^-hicli already received assistance, yet he hoped in this way to 
be able to obviate competition and risk. Competition, ho'W’ever, will 
only be got rid of through entire monopoly of industry. Lassalle did 
not get more than Inilf-way in pressing his demands. With regard to 
the avoidance of risk Lassalle proceeded on the mistaken supposition 
that it was only caused by unregulated production, ■vtdiile in reality 
misfortune, want of knowledge, unfortunate speeuhitions, bad Iiarvests, 
have the most decisive influence on the prosperity of trade. Against 
the necessary and unav<jidable risk involved in this there is no state 
protection,’’ 


1 


“ By Bismarck’s permission, a productive association was founded 
on lines corresponding to Lassalle’s w^ay of thinking, but it could not 
maintain itself- The Chamber of Deputies likewise had busied itself 
with Lassalle’s proposals, and Schulze expressed himself most strongly i 
against any propping up of them from above. ‘ Only a minorit}^,’ he ■ 
maintained, ‘a small but perhaps powerful piirt can at the 

cost of the general commimit\', certain prix'iieges, certain immunities, 
and other rights j but this system cannot Ijc inverted. * * * Thus it is a f 
mere chimera to suppose that 90 or 95 per cent of the population can | 
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be sustained and provided wit-h capital at the cost of the remain- 
ing 5 or 10 per cent/ Lassalle’s plans remained mere theories, while 
Schulze's societies have risen to a place of economic importance. * * ♦ 
How untrue is the assertion often made on behalf of other banks, that 
Sohulze^s credit associations are unable to do anything for agricultural 
credit, is best proved by the fact that in 1893, among the 1038 Schulze 
credit associations with 502,184 members, 26*3 per ecjit were artisan’s 
while 31-3 were peasant’s. * * * One arrangement deserves 

special mention, an arrangement which the credit associations have 
made with the help of the German Companies (Bank of Soergel, 
Parrisius & Co.) viz., the Circ Federation, tlic members of whi(:h cash 
acceptances falling due to one another without commission. While on 
the one hand, the credit associations meet with universal recognition, 
the merit.s of the supply associations are a subject of much dispute.” 
{Vide Report of the 1st International Co-operative Congre.ss, 
pp. 278 -294.) 

The under noted extracts describing the Schulze system in 
Germany are taken from Nicholson’s Report on flie Possibility 
of introducing Land and Agricultural Banhs in the Aladras 
Presidency : — 

“ Schulze-Delit.soh saw that it was e.sseiitial, if the nation 
was to become worthy of the name, to turn the masses toward.s 
self-help, and to iiccustoni them to rely on their own eftbrt.s and 
their own initiative to work out their national salvation. * * His 
first association in 1849 was a Friendly society for relief in sick- 
ness ; his second in the same year was an association of .shoe-makers 
for huying raw material ; in 1850 the first Loan society was formed 
with ten members, all arti-sans. * * * T3ie Schulze-Dclitsch banks 
do not indeed recognize any limit, but in practice it .'Jeems that, 
each bank operates in a small area ; in the Raiffeisen banks tliis is an 
absolute rule. Hence there arises that local knowledge by the l.»ank 
of its members, by the mcmijers of the bank and of one another, 
which seem essential to success in bringing credit to small agricul- 
tural folk. A further principle is that of association with unlimited 
liability— a principle which gives the maximum of credit possible in 
the absence of material pledge— compels the admi.ssion (jp.ly of tJie 
more pruSent and thrifty, binds the members together in a spirit 
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of fraternity and at the same time ensures that, loans will only be 
advanced and spent for productive or useful purposes.” 

■if * . * -jf * * 

Method .^ — The method is that of an association, each member 
subscribing a share and thus realizing a share capital to serve 
both as guarantee and as a lending fund as well as to enforce 
thrift; the association is one of unlimited liability, by tlie guarantee 
of which and of its shares outside capital is attracted, which is 
lent out on short-term loans to members only. The profits ari‘ 
credited to the share-capital, after allotting a certain amount to a 
reserve and to the payment of the directors and staff. Members 
can withdraw at pleasure, but can enter only after scrutiny by the 
societ}'. Xo local limits are prose ribed, but tlie office is usually 
placed in a town or large village.” 

, * * * » ■I.' 

''Formation of a .Soc?V///— Seven persons at least must unite to 
form a society; these must draw up the statutes (articles of asso- 
ciation) the general subjects of \\hicli are laid down in the Law. 
A board of directors and a committee of supervision must also 
elected by the general body.” 

^ -:5- ->!- -x- * 

OlieMle — Any one may be a member, who can prove that he is 
worthy of being such ; candidates must show that they are prepared 
t.o join in the principles of self-help and thrift ; admis.sion is granted 
only afte>r iiupxiry into the character and oireumstanees of the 
candidate ])y the direotox's or committee of sixpervision. As candidates 
are generally from the sauxe village, pett,y towrx or neighbourhood, 
this is easy enough. Every member mxist sign a declaration of 
adhesion to the conditions of the society. The classes aimed at as 
dientMe are those who have no material capital, save perliaps some 
tools, yet possess a moi*al capital in their honesty, industry and skill ; 
those particularly in view were tlie urban artisans and small traders, 
and agriculturists were not specially provided for ; but. nearly ono- 
third of the iftembers are agiuculturists.” 

* * * # * . 

AdmmisiraHon — The societies are wholly autonomoUvS and 
demoei’atie ; they -are neitlxer dependent on one another nor on 
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extern 3 <i fiuthvority or instiUitiou. The general assembly is the 
source of po%ver ; this consists of all the share-liolders each of 
whom has one vote and one vote only. This assembly elects the 
board of directors, but these are subject to the control of the council 
of supervision which can suspend them and call a general assembly 
for their dismissal. This council is, in its turn, amenable to the 
control of the general assembly.” 

.){■ * ■ -3^ w , * 

“ Loans— T\ie points for ooiisicleratioii under this head are the class 
of loans, their maximum amount, tlieir term, tlie rate, of interest 
and the security available. Loans are either simple bonds, bills with 
the personal guarantee of other members, ordinary bills of exchange, 
mortgages and cash credits, ” 

' * * ^ . 

** 2^erm — The regular term for loans and bills is in lhe.5e banks 
short, mz : three months with prolongations ; for cash credits the 
accounts are renewed or closed every six months. The first principle 
of 8cliulze-l)elitsch in banking was that the term for loans should 
be no longer than that V'liich the bank itself could obtain for its 
own borrowings. Boi-rowiiigs by the bank are chiefly by deposits, and 
term deposits in Germany are usually for three months ; hence the 
above term fixed for loans.” 

liiteresL—ln the infancy of the banks, interest was as higli as 
U. percent including all commissions, Ihi.s being considered nocevssary 
for stability at first starting ; but it soon fell 10 and 8 per cent 
per annum, and the best now cliarge between 7 and 8 per cent 
including commis.^ion.” 

^ , * * ' ^ * 

•• f/aioMS'— -These are of two classes, iocaii or district, and central. * * * 
Finally, there is a Central bank at Berlin with a branch at Frank- 
fort for uniting financially the various banks and groups. * * * 

Though Hchulze regarded this institution as extrenrely important, 
only a minority of the people's bank belonging to the general Union 
belong to it also.” * * * Vide Nicholson's Leporl on Land and Agri- 
cultural Banka^ Vol. I. pp. 134—142. 
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The following extracts showing the present position of the j 
Schulze system in Germany are taken from the Eefort to i 
the Board of Agriculture of an Enquiry into Agricultural ! 
Credit and Agricultural Co-operation in Germany by J. R. 
Cahill: — I 

I 

There were already in existence co-operative societies with xinlinii- j 
ted collective liability, which had been created by Schuke of Delitsoh, I 
a small town in the Province of Saxonj" for the purpose of procuring |! 
credit for their members who were mainly artisans, small empkwers of | 
labour and small shop-keepers. But Raiffeisen had in view the needs ? 
of agriculturists.” (pp. xiv, xv.) | 

^ * * * ' 'I,': 

“Compared with the (ordinary urban credit societies of the Schulze- ^ 
Dclitsch type, which were originally organized for tlie special purpose 
of furnishing credit to small traders, employers and artisans in | 
towns, many important differences appear. The areas of the banks | 
of the latter kind are not narrowly limited ; shares are high, being ;■ 
rarely less than £15, and sometimes reaching £75 and £100 ; there is | 
no indivisible reserve ; loans are usually made only for terms of ! 
three months, when they are subject to renewal, and are repayable in a I 
lump sum ; dividends, sometimes very high dividends, are paid : 5 

regular banking oflSces are maintained with at least two permanent 
paid officials, who form the committee of management, while the 
members of the board of supervision receive remuneration ; the t 
banks confine themselves to pure banking business ; and their offices ;; 
are usually in towns. At the beginning of 191‘2, out of a total 
membership of 641,429 members in 1002 credit societies, 26 ‘6 1 x)er cent 
were returned as ‘independent farmers, gardeners, foresters and 
fishermen.’ In certain districts farmers are attached in large inimbers j 
to these societies, which had spread, notably in the smaller towns , 
of the Eastern Provinces of Prussia, before the. Raiffeisen move- 
ment was introduced in those parts. * * * In many cases where 
a noteworthy ^^percentage of such members is returned, they are to a ' 
great extent large farmers, the particular society meets the special ■ 
needs of landowners by making loans for longer terms than the 
majority of Schuize-Delitscli banks do, allows easy terms of r^^payment, | 
and in other ways adopts the usual principles of the Raiffeisen S 
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societies. Tliere is also a certain number who become members, not 
v.ntli a view to borrowing, but merely for the .sake of investment 
of savings, either as shares or as deposits, at a high rate of interest — 
shares are frequently as high as £75, and dividends at f> or 7 per cent 
not uncommon.” (p. xv). 

“As it is a principle of the Sehuize-Delitseh s^^stem that the area 
chosen should be of a kind to allow of the developinent of a regular 
banking business capable of supporting a salaried staff of at least 
two persons and of yielding substantial dividends on shares, these 
societies are established in towns or must cover fairly wdde areas. The 
feasibility of the minute supervision of their credits is thus diminished 
and their usefulness to small farmers seriously impaired. Their large 
membership renders impossible personal relations betvreen members : 
in 1911 the average membership was 623 and there were societies 
with 11,630 members, 8,987 members, and several with from 2000 to 
5000. Their business attains sometimes immense proportions ; some 
banks \dsited by the writer showed annual turnovers of £21,000,000, 
£10,700,000, £6,700,000 and £3,600,000. Their credit is dearer and 
for shorter periods than that granted by the Raiffeisen banks. They 
represent in a large measure commercial, profit-seeking undertakings, 
being rather companies of lenders having as their primary object the 
earning of dividends rather than tlie provision of cheap credit. Many 
have developed into ordinary commercial banks, others have been 
absorbed or converted into branches of large joint-stock banks. 
The smaller societies tend, however, by reason of their being localised 
institutions with organs of adnunistration composed of many persons 
representative of the various producing classes of members, to be in a 
better i30sition than proprietary or joint-stock banks to judge the 
character and standing of such persons, and thus aid small men 
unable to furnish ordinary banking security. The general unsuitability 
of this type of society for C4erman farmers is shown by the circums- 
tance that, while they have made no progress in country districts, the 
Raiffeisen type continues to spread in these districts.” (pp. xv, xvi.) 

* # * * * 

“The Schulxe-Delitseh societies do not bind themselves to deal 
exclusive, Jy with any central bank, but carry on business with any 
bank that suits their convenience.” (p. 107.) • 



XX THEOBY OF CO-OPERATIVE CREDIT 

Model Articles of Association issued by the Sehulze-Deiitseh 
Federation (Extracts)^ 

1* The object of the uadertaking is the conduct of banking busi- 
ness for the purpose of providing the capital required by the trade and 
business of its members. 

2. The \yorking capital consists of : 

(1) the funds of the co-operative society formed from entrance 
. ■ fees, payments on siiares, and the appropriations of annual 

■ . profits to the share capital and reserve funds, 

, {2) outside funds which shall be taken up according to the 

needs, which present themselves in the course of business. 

” ■ ■ The co-operative society shall control its afiairs ^\'^th the 

participation of all its niem])ei's. Its organs shall be : ■ ■ 

„ - (1) the committee of management, 

.,,...(2). the .board of supervision, 

13) tile general meeting, 

■4. -/The committee of managCTnent sliall consist of — 

(1) a director, 

(2) a cashier, 

(8) a comptroller. 

# . * # * * # 

The members qf the committee of management sliall be elected, 
sulijcet to three months’ notice on either side. On the part of the 
co-operative society, notice is efiected on the proposal of tlie board 
of supervision by resolution of the general meeting. In tlie execu- 
tion of the agreement on apx>oiiitmorit, in which the remuneration 
to be given to the members of the committee of management is also 
to be fixed, the society shall be represented by the board of super- 
vision. 

* * , # ^ ^ ' 

50. The society itecepts, on the business terms relating thereto 
which sliall be drawn up, funds either from members or non-members, so 
far as the credit needs of its members render tins necessary. It enters 

^ Reproduced from thft Appendix in Cahill’s JiVpt)/-/' to the Hoard of AgricuUnri, 
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into business relation^j with bcinking institutions and banks and acquires 
credit therewith as needed. It enters into business relations with 
other co-operative societies, especially for the purpose of reciprocal 
transfer and coilection (of bills, &c.}. 

The society grants loans to its members for fixed periods dis- 
counts bills for them, and opens current accounts witli them, with 
or without extension of credit. It tonsaots business in stocks and 
shares for the members on commission. 

The co-operative society may only acquire real estate for the purpose 
of acquiring permanent business premises of its owm, and temporarily, 
for the security of a claim wdiich is endangered. 

The society may only purchase State and other securities for its 
own use for the purpose of investment of the reserves or for the tem- 
porary emxiloynient of unapplied cash balances. 

Any kind of speculative business is forbidden. 

51. Credit may only be granted to members of the society, and 
then only to such extent as the personal credit of the member seeking 
it and the security furnished permit. 

52. Security for credit granted may be furnished — 

(1) by the provision of one or more sureties, 

(2) by the pledging of sound ck inis, ■ 

(3) by the pledging of good State or other securities enjoying a 
quotation on a German Exchange. 

53. The members of the committee of management are excluded 
from all grant of credit during their term of office. 

* * * * * * 

55. Members of the committee of management and of the board 
of supervision cannot be accepted as sureties during their term of 
office. 

* * ■»- * it 

62. The general meeting shall decide by resolution as to the dispo- 
sal of the net profits. These, provided they be not appropriated to the 
reserve fund^ by like resolution, or employed for writings off in respect 

This reserve fund is kept usually for the purpose of covering business losses.) 
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of the assets of .the society, or for other purposes, shall be divided 
amoPxgst the members in proportion to the paid-up share capital of 
each* 

* * # *■ 

The Luzzatti System 

The Hndernoted extracts are taken from a Paper read in 
the 1st International Co-operative Congress by Signor Enoa 
Oavalieri, Secretary of the Association of People’s Banks in 
Italy {Associazio7ie frii le Banche Popolari di Italia) : — 

“ The story of People’s Banks in Italy is soon told if %ures only 
are cited. Lodi heads the list in 1864, Cremona, Bologna, Piacenza, 
Siena, and Milan follow in 1865 : all had the humblest beginnings. 
The capital of the Milan Bank did not exceed 27,000 lire to start with. 
In 1869 the number of these banks was 40 with a total capital little 
sliort of seventeen million lire ; the following year they numbered 50, 
64 in 1871, 80 in 1872, 100 in 1874, 140 in 1880, 540 in 1886, 700 in 1890 ; 
to-day we can claim 720. The capital, reserves, and deposits grew in 
proportion. At the end of 1875, the lOO banks could boast of 37 
million lire capital, 8 million reserves and 113 million deposits ; in 
1890 the figures were 95 million Gax>ital, 25 million reserves and 350 
million deposits.” 

“Then questionings arose, success roused envyings, which gave 
rise to accusations, t^) ill-natured criticisms. Because several banks 
grew rich, without deviating in the least from their earl3' traditions, 
doubts were raised as to the truly democratic character of llieir 
management. * * * It may well happen that some institutions have 
in the daj^s of their prosperity fallen short of the altruism which 
led to their foundation, as to-da^?' in the People’s Bank at Milan the 
ardour of co-operation has cooled, yet who will dare deny that in 
the daj^s of Mangili and Pedroni it had glorious records, and that 
to these men is owing in great part the large number of co-operative 
institutions of that cit^^ ; or w^lio would doubt that new men will 
arise to guide ifTback to the older and better way.” 

People’s Banks undoubtedly owe much to the Friendly Bocieties 
wliich in a thousand waj^s favoured their establisliment and exten- 
sion ; but in their •‘turn the banks gathered all the ardent minds 
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roixiid the banner of eo-opcration by promoting supply agencies, 
encouraging and founding co-operative production, offering credit 
to labour associations and farmers’ associations. The People’s Bank 
of Bologna, while it invests eight million lire in loans to persons 
engaged in trade and manufacture, gives four and a half million 
to agriculturists, principally for terms of one year, under the fornt 
of current accounts, where the same rate of interest is paid on the 
debit and credit side, so that the farmer pays on what he actually 
draws.” 

**Tiie People’s Bank of Cremona is an example of that which 
has opened branch offices in country districts, the better to carry on 
this s^'stem, and it is worthy of remark that, notwithstanding this 
increased field of operations, the proportion of loans only once renewed 
is only 25 per cent, while those renewed twice amount to but 5 per 
cent of the whole number. This bank was accused of having 
even embarked in mortgages on land. I do not deny that in general 
such a course is too daring for People’s Banks, but in this ease it was 
carried out within the most prudent limits, and on the most truly 
democratic lines, so that the small holder who had seen his father’s 
lands in danger of a forced sale could repay capital and interest of the 
loan ho received from the bank in 29 years at the moderate charge of 
54 per cent, including income-tax. The importance of the results 
justified the venture. ^ * The constitution of Peoide's Banks 
enables them to benefit on a very large scale both manufacturers and 
agriculturists. Now without wishing in the least to minimize the merits 
of Kurai Loan and Dex^osit Societies KuraH of the Wollemborg 

• type) I may he allowed to say that, though they help the humble, they 
never supplement medium or large incomes, ’rhe Peoxde's Banks on 
the contrary begin with the humble, but can also benefit the other two 
in a supplementary way. Mr. Wtdff lias said that one of the chief 
technical difficulties lies in so dealing with the non-marketable securities 
offered by co-operators as to render them negotiable and capable of 
acceptance by ordinary bankers, and lie is certainly right in so far as 
this means that it is necessary to give a wise and sound base to 
personal credit. To overcome this" difficulty the conviction that 
PeojJle’s Banks are not solely loan agencies but also Savings Banks, 
Avill do piore than any State intervention or extraneous assistance. 

* * * Luzzatti animated by the true spirit of eo- operation undertook 


I"' 






j 

■J" 


ik 


IIP'- 


xxiv THEORY OF CO-OPERATIVE CREEIT 

willingly, not only to teach the principles of his belief, l>ut in the 
early days to work as an unpaid clerk ; and not even when burdened 
with onerous duties as Chancellor of the Exchequer did his interest | 
flag* We owe our grandest results to a band of generous workers, | 

possessed of but humble incomes, who worked for years with disin- j 

terested zeal till their foster-child proved itself strong and indepen- j 
dent’^ ! 

!i 

‘‘The patrons of the Italian BankKS hold that capital must occupy i 
the position of servant, not of master. Acting on this princix)le, j 
whenever there are large profits to be divided, they are not distributed 
entirely to the sbareholders but are devoted partly to increasing 
the reserve fund, partly to decreasing the rate of interest charged 
on loans, and adding to the interest on liabilities. * * * As to the 
relationship between the People's Banks and the Issue Banks in | 
Italy, it consists only of the discounting by the latter of the bills 
held by the formei% The Issue Banks seek and accept with pleasure 
the bills of the People’s Banks because of, their excellence. The 
People’s Banks in doing these operations with the Banks of Issue I 
avail themselves of the common right and are in no way responsible, | 
either morally or materially, for the standing and doings of the f' 
large banking establishments. Monsieur Many has objected that | 
discounting with a Bank of Issue is not a co-operative operation : ;; 

I answer that this disecuuiting is an operation by which cash is ^ 
acquired and is therefore an alxsolutely necessaiy one for any f 
banking c(mceiii. By this discounting, bank.s obtain the monies they . 
retpiire, getting rid of their useless holdings. There is no dilferenee ; 
i)ctw:een having recourse to third parties for discounting bills and I 
purchasing goods for third parties. This last operation has never been ® 
contested— -why should the other V” (See Report of fJie M Internationcd 
Co'Optmtive Couf/re^B^ pp. 14S — 154-.} ^ 

The undernoted extracts describing the Liizzatti system ; 
in Italy are taken from JSTicholson's Report on the Poseihility 
of introditdng Land and AgricultiLral Banke 'in the Madrm \ 
Presidency 

“Like the Credit Unions founded in Germany by ychulze, the 
Italian Co-operative People’s Banks are simply associations, by means ; 
of which artisansl* i^casants, small tradesmen and in fact all classes 
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of persons who, lliough honest eind intelligent could not otherwise 
ohliiir. creciit without submitting to every form of usury, combine 
to establish a local solf-goMjrn.ing institution of credit to meet their 
]T!(j[iiire]ncLit.s. ''' In connection with this sul)jeet, iSignor Luzzatti 
observes that bin an ordinary joint-sleek company the member's 
money is the main ohjeet considered, but in a co-operative credit 
association the person of the share-holder is of much greater import- 
ance than the share itself, since in the latter society the moral w'orth 
of the persons who compose it, ignited as the3* are for the purpose of 
obtaining by moans of co-operation, the credit which they would not 
find in other institutions, supplements and completes the material 
worth of the shares, which are aceumnlated gradually*, and even in 
some cases by weekh^ instalments of a fe-w centimes.’ In order to 
secure the efliciency >.>f such, a mox'al guarantee, it is most desirable 
that the members of the association should be well-known to each 
other, especially during the early period of its existence and that 
the bank authorities should maintain a strict supervision over the 
granting of loans and advances. ” 

‘ ‘ The area in which the operations of the bank are carried on must, 
therefore, not be too cxtensi\'e, so that its members may have frequent 
opportunities of intercourse with it and with one another, and be able 
to take an active ks management witlnnit personal incon- 

venience and Signor Luzzatti accordingly’ recommends tlie C{>nversiun 
of branches of existing banks into independent iiivstitutions. whenever 
their condition is suiheiently fiourisliing to justify such a course, 
as well as the foundation in large centres of population, of small 
independent banks, side by hide with tluj.se already established. * * ^ 
Hence to induce both the supericu' and the industrial classes to join, 
the principle of limited liability has been adopted universally for 
the Italian Popular Banks. At the same time since the success of 
mutual credit societies largely’ depends on the character of its members, 
strict regulations are j^rovided for the admission of members, so that 
the societies may\ as much as possible, realise the ‘capitalization of 
honesty’ and attract capital not merely by their material but byr 
their moral guarantees.” * 

^ ■3f * +■ * fr 

‘‘ Signpr Luzzatti, in his review of the work of these banks, 
states that funds arc obtainable in any quantity and that the 
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ordinary banks arc only too willing to lend money at iiiod crate 
rates. The Banks of Naples and Sicily are very forwanl in their 
offers to discount at favourable rates and to supply the funds for 
tlie first start. * * * As the banks re-discount their bills, funds 
are continually returning to them for fresh work ; in 1886 the 16^' 
million sterling of available funds did work to the- amount of 
about 49 million sterling ; in other words, they were turned over 
three times. * * * It is clear, therefore, that bills of exchange can 
be profitably drawn and discounted for very trifling sums and thus 
enable small folk to obtain small loans, wlnie enabling the bank to 
keep its portfolio in a negotiable form.” [Vide Nicholson’s Eepo7i 
on Land and Agncidtural Banks, Vol. I, pp. 163 — iOS). 

Model Articles of Association of a Popular Bank in Italy 
of the Luzzatti System (Extracts). ^ 

1. A Co-operative Credit Association with limited liability' is 

hereby established at under the name of the People’s Bank 

of 

2. Its object is to provide credit to its members by means of co- 
operation and saving. 

•» -If -K- # * # 


5. The capital of the association .shall consist of — 

(a) the shares subscribed by the members, the value of each 
share being lire ; 

(h) the reserve fund ; 


(c) such special funds as may be created for particular purp(jscs. 

6, The bank may, in order to extend its operations, contract 
loans and accept deposits of money, whether interest-bearing or with- 
out interest, on the security of its social capital. 


* # * # ^ 
25. The association undertakes — 


(a) the granting of loans and the discounting of bills of ex- 
change, warrants, specifications of work undertakou, accounts 
(or bills for goods), orders of public departments, and 
treasury, provincial and municipal bonds ; 


'Reproduced from Nicholson's Report, Vol. IT 
taken from Levi’s ** Manual for Popular BanhsP 


, pp. 117—120, whore they 


are 
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(6) the granting of loans upon trust ; 

(f?) opera. tions of credit in behalf of agrionlture j 
[d) the granting of pecuniary aid on the security of public stocks ; 

{e) tlie opening of accounts current upon the guarantee of two or 
more persons in good standing ; 

(/) ilie receipt of deposits in cash ; 

ig) servkio di cassa, i.e., collections and pa^’rncnts, whether in 
behalf of members or of non-members. 

{h) the receipt of valuables (secnritiesj for safe-keeping or for 
the collection of the interest thereon. 

31. Bills of exchange presented for discount must bear at least 
two signatures of persons well-known and in good standing, and be 
drawn for a term not exceeding six mont’ns from the date of 
presentation, 

****** 

ORGANS OF THE ASSOCIATION 
51. These are— 

(1) the general assembly of members ; 

(2) the board of directors {ammimsimtori } ; 

(3) the business manager, the iiceeasary clerks and employees ; 

(4) the committee of control {rntdad ) ; 

(5) the discount committee ; 

(0) the committee of arbitration 

* * * * * * 

53. The ordinary general meeting shall take place once a year, 
not later than the middle of -March, at this meeting — 

(1) the report and balance-sheet for the preceding year shall 
be presented for approval ; 

(2) the officers of the association shall ho elected for the current 
year. 

(3) any other matters within the competency of the general 
‘assembly shall be discussed. 
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Co-operative Credit in Austria 

The following extracts arc taken from a Paper read in 
the 1st International Co-operative Congress by Dr. Carl 
Wrabetzj President of the Union of Co-opcrati\'e Associa- 
tions in Austria ; — 

** The first Austrian co-operative society was tlio Credit Association 
of Klagenfurt founded in 1851. According to the report of 

liic Imperial and Itoyal Stiitisticiil Central Commission in \ icnna. there 
were at the end of tlie year 1893, 2825 societies of wliieh as many 
as 2118 were credit associations. * ^ Alore than three-cpiarters of 

these Banks are of the J<chiilze-DeUisch s 3 "stem, the rest (scarcel^^ 
300 in number) of the Raiffeisen S 3 ^stem. The banks of the latter 
system are mostU very small and their business is limited. A general 
account of their business returns onb” exists witli reganl to some 
provinces.” 

“In Lower Austi’ia in 1891, the number of members of the 
Raiffeisen Banks amounted to a sixth of the whole number of mem- 
bers of credit associations ; the loans of such banks represented 
one thirty-second part of the whole sum lent. In most Austrian 
province.s the Raiffeisen ’Banks were helped and befriended and even 
assisted with subventions from liie provincial e\(;liei[uers and especiall^r 
favoured with regard to dues and taxes, while the Sehulze-Delitseh 
Banks did not enjoj^ an equal share of favour. The reason for this 
difference in treatment lies in the fact that the Schulze-Delitsch 
Banks are built up on a more business-like and less pi.ireR’' benevolent 
basis. Yet. or rather perhaps for tiiat very reason, they have 
developed more largeh' and deal with larger eapials. To the last- 
named circumstance thej^ owe the demands made on them by the 
Exchequer, which is only wont to spare small and uinmportant asso- 
ciations.” (See 'Report of the 1st International Cu-operativt Congress, 
pp. 346, 350). 

^ Co-operative Credit in France 

The following extract is taken from a Report sent to 
the 6th International Co-operative Congress by Professor 
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Cliarles Ulc.le, President of the Central Coinmittce of the 
French Co-operative Union of Distributive Societies : — 

"The innn-ii-r of eo-oporative societies which in 1902 stood 

at S73, had by grown to l,0oS. Tlit-y rnny Ik*- divided into four 
groups. These are, ilfsi, the viiiage banks of the Union fh.-^ Caisses 
Bnrales, mainly Ecjiiuiii Catliolie, and composed exclusively of s-i.eii.-ties 
of the purest R;i.i:jieise!i type. The Union has its seat at Lyons and 
embraces 409 societies all of wbicli are small. Next, tln-r-c are the 
societies grouped around the Centre J-V-flcrafi/ du Credit Popidaire 
which has its seat at Ala rsoi lies, numbering 305 wliereof 7 are town 
banks. In the third place there are the independent credit societies, 
formed as a rule by agricultural syndicates and num])ering 273 (19 
in towns). Lastly, there are regibmal banks, Games Recjioriahs de 
Crddit, which exist for the purpo.se of defiling (Hit erc-dit to local socie- 
ties, drawing t]i(''niS(*l\'es upon the Lnnk of France for their funds. The 
Bank of France in 1897, as the price of the renewal of its cliarter, 
was made to place a capital of 40.000,000 francs at the disposal of 
fig:-ieulturMl credit, and in aildition to subsidize it for a long term 
of years with a Hxed ]')Drtiori of its annual profit.s. Up to now, 
28,097,240 francs have V*ccn allotted to this purpose in accordance 
•witli the law. However, not more than about 8,000,000 francs of 
this ha.s fudiially been claimed, from which it would fippcjir that 
French farmer. s and tlu* pea.santry do not stand in great need of 
credit, or else that they have not yet been l.trouglit to understaucl its 
use.*’ {^00 It (port of the €th Iii/fniafional Co~opC7’atit:( Con>jrtss, lOtej, 
p. 474.) 

Tue Aims of Co-operation 

In the 7th International Congress of Co-operation lieid at 
Cremona in 1907, H. E. Luigi Luzzatti, Minister of the 
Italian State, made the following remarks in his presidential 
address : — 

“We invite them (our foreign gue.st.s) to visit Peggio Emilia where 
they will admire new forms of agricultural co-opersiit.ion, and where 
they will see in course of realisation, as the result of courageous 
legislation, an undertaking wliieli it seemed folly to dream of, an 
entire Vailwa^' line built aiid worked by co-operative associations of 
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workmen. ^ ^ * We think ail theories are good, bi\t the best is 
that whieli saves the greatest number from the iisnry of money, the 
usury of rent, the usury of food ; the best is that which most 
aeliieves the purpose ui raising these people l)Owed to the ground. ^ * 

Tliat doetriac is the purest, even if it disobeys some metaphysical 
laws of economic principles. * * * I look forward to a eo-operative 
(jrganizatiou in which each of us, while feeling himself a citizen of 
his own country, shall also feel himself a citizen of a more perfect 
and advanced humanity ; of a humanity freed as far as possible from 
all the pt)iitieal, moral, and economic usuries which still afflict us ; 
of a humanity in which equitable rewards proportionate to deserts, 
equitable payments, equitable prices, for which men sighed all through 
the Middle Ages and of w-hicii the Canon Law and St. Thomas Aquinae 
reasoned in vain, will come to us from the perfectly balanced scales 
of co-operation which eliminate of the7r, selves all usurj^, all waste, and 
every force which asks payment for itself without having contributed 
its share of labour.” 

The following extracts are taken from the Report of 
the 8th International Congress of Co-operation held at 
Hamburg in 1910: — 

“Intelligent men in every country,” said Mr. William Maxwell 
in his presidential address, ‘‘are yearning for a more sfine state of 
society wdiere capital and labour shall work together harmoniously 
by the power of co-operation. The rapid accumulation of capital 
in the hands of co-operators all over the W'orld al)uiidantly proves 
the power of our cause.” 

“We do not w^ant,” said Professor Staudingor (Darmsladt), “the 
dominatioji of man over man, we w^ant to work together on a footing 
of mutuality, * * This rciil and practical union of humanitj’ will 
be the means of bringing about the higher moral consciousness and 
producing the higher development of the society of the future.” 

“'Co-operation is as it were,” remarked Professor Toennies (Kiel), 
“a ^vedge that is being driven into capitalism, the effeets of wdiicli 
it is at present impossible to gauge.” 

“The International Co-operative Alliance,*' observed Professor 
Charles Oide (Paris), “ is the only one w’hioh realty justices its 
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beautiful name and uses this word in its true sense, for it does not 
recognize double or triple alliraices. it is a simple alliance of nil for 
the good of all.” 

The iiiidernotcd important Rcsulution was adopted in 
this Congress : — 

‘“The 8tli International Co-operative Congress at Hami.>urg ctaisiders 
that Co-ox:>eration, year by year iticrea.sing in iin])ortancc in all coun- 
tries, is essentially a social movement which, b}^ the fo‘rniati<ai of eco- 
nomic associations based upon mutual ]icl[}, ainis at the prntocti(.‘n 
of the interests of labour, manual and intellectual. Ther'erorc*, all 
true forms v)E Co-operation tend to influence the distrilnition of the 
wealth of the nations in favour of the working classes, i.e., : to increase 
the income derived from labour and to strengthen its purchasing 
power.’' 
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EXTENT OF CO-OPERATIVE CREDIT 

Speaking of statistics relating to co-operation, Dr. Hans 
Mullei*, editor of the Year-Book of International Co-opeva- 
tioTby 1910, (issued by the International Co-operative Alliance, 
London, the federation which convenes the International 
Congress of Co-operation) remarks that “co-operative statis- 
tics are not drawn up in anything like uniform order in most 
European States.” Moreover, the difficulty regarding such 
statistics is quite obvious because a large number of societies 
furnish no statistics whatever. He concludes by saying that 
“for the present we must bo content to accept the statistics 
of the international co-operative movement as a collection 
of fragments.” The following tables are compiled from stat- 
istics given in this Year-Book which contains figures in more 
or less uniform order on co-operative credit in Europe since 
1906. The table for India is compiled from statistics given 
in the Proceedings of the Jfth Conference of Perjisfrars of 
Co-operative Societies in India, 1909, These tables gi^'e an 
idea of the extent of this credit in some of the countries of 
its adoption, ^ 
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Co-operative Credit in Germany 

Tlie iirst credit pociety Nvas fr^'niod at Planniievsfeld iii IS^O.-ind t];e 
ni'iiiiisor of credit societios in lOOS itJJ'iO-. 



loOT 

i 1908 


(Ruraii 

1 (rri*an) 

Nninberoi poeicties rcl crn- ... 

liOMr.f 

1 <d.9 


{Cdark.'^^) 


Crodii granted ... 

7:r>Jji}L\2r>() 

1 3,508,095,758 

Net Proiir.s ... 

(i, 071, 131 

10,470,385 

CO-OPERATIYE CREDIT 

IN Austria 


Idle first credit society was formed at Klagenfiirt in 18dl and the 

1 number f)f credit .societies in 1900 was 9, did. 



lOOfi 

1908 


(Rural) 

(Urban) 

Number of si.iOietie.s furnisliiug returns... 

4,151 

398 

I' 

(Kroncs) 

(K rones) 

1 Credit granted ... ... ■ ... 

29i>,8T0,S80 

525,013,329 

Net profits 

1,420,S07 

3,032,423 

Co-operative OjiKDrT 

IN Russia 


The first credit .society wa.s foimicd 

at Dorovatovo 

in 1865 and 

t]\o number of credit .societies in 1908 

wa.s 5,000. 



1906 

1908 



(Raiflci.scn 


(Schuke type) 

type) 

Number of societies furni.shinir returns... 

902 

2,S53 


(Roubles) 

(Roubles) 

1 Credit granted ... 

5y,27550(>0® 

43,031,000 

1 Net profits 

1,514,000 

1,732,000 


! 
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Co-operative Credit in France 

The lii’sfc credit society was formed at Piiteaux in and the 

number of credit societies in 1907 was 2185. 


Number of socieiies furnisiiin;^' returns 
Credit granted 


Co-operative Credit in India 
The first credit society wa.s probably formed in the Madras Presi- 
dency in 1900 and the number of credit s(K’ielic‘s in 1909 was 2008. 



1908 

1909 


(Rural and 

(Rural and 


Urban) 

Urban) 

Number of societies furnishing returns 

1.357 

2,008 

(Ru])ees) 

(Rupees) 

Credit granted ... 

3,003,018 

5,900,92* 

Not Profits 

180,916 

326,205 


PROGRESS OF CO-OPERATIVE CREDIT 
From the foregoing tables some idea will be formed of the 
extent of co-operative credit in the important countries of its 
adoption excepting Italy, but the following statistics will 
show bow this credit has progressed in recent years in some 
of these countries : 

Co-operative Credit in Italy 
^SStatisties of Italian co-operative societies,” states the Rpport of 
the 6th International Go-ope^xttire Congress, V.’Of '-are neither complete 
nor are they in agreement among themselves. A government return 
recently published gives the total of People’s Banks (that is, co-opera- 
tive credit societies of the Luzzatti type) known to exist at the end 
of 1902 as 736. * * However, this leaves out of aeeouiit about 1187 
agricultural credit societies ( casse rmxtll ). ” In tliat year, 59T People’s 


1907 

(Rural) 
2,108 
(F ranes) 
70,708,450 
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Brinks ini-ni.Hli-Ml returns in ’.vhich the money borrowed is given at r>^?r» 
million lire and the savings deposits at Bi3 million /dr. (p. 503). In llio 
Y'yir-BooJ: of Int-rnaflonal Co-operalion, lOiO, tiie number of credit 
societies in Italy at the end of 1007 is given a-t *2370 being made up of 
1526 societies of the Wollemborg type arid 844 banks of tlie Liizzatti 
type. (p. 152). 

Statistics of Co-operative Credit in Germany 
A very fair idea of the progress of eo-operative credit in 
Germany may be obtained from the following tables given 
in the Report to the Board of Agriculture of an Enquiry 
into Agricultural Credit and Agricultural Co-operation in 
Germany” by J. R. Caliil], London, 1913. 



I 


The following tabled’ says this Report, “shows the periods within 
which rural credit societies (excluding central societies) existing in tlie 
German Empire wore established (p. 64) 


Period of establishment 

Number 
of Societies 

Number 
of Members 

From 1849 to 1866 

30 

7,646 

Do. 1867 „ 1888 

1,253 

220,721 

Do. 1889 ,, 1894 ... ... | 

2,657 

328,291 

Do. 1805 ,, 1903 ... ... i 

7,589 

! 675,993 

1 

Do. 1904 „ 1908 

3,067 

[ 

157,809 

Total 

14,596 

1 1,390,460 


“The recent progress and present position (down to January 1,1911) 
of the rural credit societies attaelied to the Imperial Federation of 
Agricultural Co-operative Societies,” continues this Report, “may be 
seen from the annexed table which gives the most important results of 
each year’s working from 1906 to 1910. The statistic,p may be taken 
as representative of all German rural credit societies, in as much as for 
each year over 80 per cent of all existing societies are taken into 
account.**” (p. 99). 
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“Ko brancli of Gci-nuiu ruml co-operat , states litis riept>rt. 
•‘has attaiRcrl such I'cviiavkah-ie s”:(..‘(.'ess as that of co-operative cretlii.. 
On January 1.1013 rnorc e.xisted in the Gennan Empire, aecnrclin-' to 
the return of the Impci-ial Federatioii, 10,027 credit .societies. In 1010. 
tlie total turnover of 14,729 societies amounted to £20l.i;i;3.oOO, and at 
die end of the year the loans outstandiipu- for fixed periods t^i-cthcr 
with overdrafts to £93,034,000 vvliile at the same date the saviipes 
deposits totalled £02,429,000 and the deposits on cuiTcnt rif;c<>init^ 
£10,805,000.=' (p. 63). 

'‘O'hc record of Gorman rural credit societies “ remarks tiiis Report, 
‘‘stands in still stronger relief vhen it is compared witli tluat of ordi- 
nary conimercial banking and credit undertakings. According to figures 
« {noted by Dr. Grabein from the official bankrip^tey statistics, lliet’e 
occurred bet^rco^ 1S95 and 1905 a total of 386 bankruptcies among 
some OOOO such businesses, Caleidating the frequency of bankruptcy 
per 10,000 undertakings for rural co-operative banks and private 
credit institutioiis over tliis period, the same writer computes that 
failures were 55 times more fre(juent among the latter than among the 
fonnerd*' (p. 81). 

“The business done by the Central Baiik.s,=' continues tliis Report, 
iV'iebcd cii* s-m-uv dinu nd-ns. In 1910 the turnover of 36 Banks 
witliiii the Thipcihd Federation amounted to £324 millioms, and in 1911 
their turnover was nearly £400 millions.” (p. 140). 

Statistics of Co-opepative Chedit in India 
At the 6tli Indian Co-operative Conference held in 1912, 
i Sir Edward Maclagan referred to statistics i-elating to the 
I benefits of co-operative credit in India : — 

I ‘‘If wc take the (jnestion of saving in interest alone/-' he declared, 

“ the benefit done has been very great and is increasing. We may 
fairly assume tliat tlie saving on eacli loan given out by societies during 
tile year to agriculturists has amounted to at least 10 skm; cent , and the 
result is that at a low computation we save the agriculturists of India 
from an absolutely un necessary liurdcii of at least 10 laklis of rupees 
for every erorc of rupees lent out by co-operative societies. And the 
I sums so lent out liave already begun t<j be counted in crores.” (See 

i J\,epo7'i oj th‘i $ih Con/ef'ence of llealstm^'n of Co-operatii't Societies in 

Incliay loiJ). 
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Titf. Xfed op Credit in India 

“Credit is ^ndia^s missin.^^ link, and until the link is fitted India 
will remain low in the scale of civiliraiion/’ said Sir Daniel Hami]i;(m — 
who was a x>rominent merchant in India for masiv years™ in a paper In* 
read before the East India Assoeiatimi in Luiahai in March D-d”). He 
sir;- wed that from January to July, 1914, Canad-i borrowed t‘3o,ODi>,0O0 
from the outside world, most of it from London. India, he sujutosed. 
borrowed in the same time only about 1 * 3 , 000 , 000 . The above obser- 
vation of thi.< experienced iaisincss man is significant, as modem econo- 
mic: hisbyry shows us that, natural and labour being abun- 

dant but capital being insufneiont, u r. '! a !:■’;■■ n is able to develop its 
system uf credit so as to increase its organisation and circulation of 
capital, it caimot rise economically, and, consequently, it is left behind 
in iho progress of civilisation. Industrial (-tiivueney is also needed for 
eeonoraie advancement, but this cannot come until capital is available 
at least for the adequate remuneration of labour, else, why should eco- 
noiui.sts say that high wages are essential to efileieiiey ‘r Hence, at a 
certain stage of economic e\^olution, the development of credit beconu^s 
the gro-nto.'-t need in a country ; and, when this is attaiiied. it really 
indicates the material and moral advancement of her x^eox^le. 

Rdral Godimcrative Credit in France 

The uiiflernoted exti*acts relating to Local Banks?, which 
provide for a xaortion of the rural crcaiit of France, are taken 
from the “Bulletin of Economic and Social Inteiligence ” 
(January, 1912) issued l>y^ the International Institute of 
Agriculture at Borne : — 

“The example of other countries, and esi)ecially of Germany and 
Italy, a report by Leon Say which tirew tlie attention of the French 
agricultural world to the excellent developuscnt of agricultural credit 
in Lombardy, tJic encouraging re.sults obtained in the matter of urban 
credit by the Poxnilar Bank of Mentone, all these facts convinced those 
wlio were at the head of the movement tlmt agricultural ei*edit, in Say’s 
now celebrated xiltrase, ought not to bo organised from ahove but fj‘f>ru 
helo\r ; it was started for the most part by the initiative of the persons 
interested, united in the bonds of mutuality. (p. (iO). The development 
of si-i1)sitlised a.grieultiiral co-operative credit appears still better if tlie 
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htiPiiie.ss of T.]u‘ Eof-iii biiiikH be o.varnisiod.f!) 73). As to the co-operative 
spirit aiiiiiiiitirig the Eocal banks, these Ijaiiks created by the law of 
1804. !V-''vi;!hlo the RaiiTeisen banks, biiv iiic'y diiforfrom them as 
far as capital, liaVjilRy and di.stiibution of the profits are coocerned. 
A study oi these banks, from tliis piiiiit of view will show that they 
greatly resen'.lde the Scluiizf-Delilseli type. Hovrevci', a hn-gc number 
have adopted the system of joint and .sevm-al liability. (p. 01). When 
it is considered tliat these fuiidainoiital organs of ag!‘ieuu luvil credit, 
uhieh started scarcely ten years ;igr.», ha, 're passed the following stage.s : 

Banks . Members 
ihOl ... ... 309 7,998 

l:)0o ... ... ],33.5 fiLS74 

1910 ... ... 3,338 

the vitality of the .system will be seen/’ (p. 73). 

The loams gj’anted by the Local Banks to farmers, after the deduc- 
tion of those which had heen nia<h‘ before the end of the previ<,)iLS year, 
ai'e divided in the fbiln'.. log laa!'.-'..-! r->;- the pci'iod ]0l)l-]9]0" (p. 73): — 



Francs 


Francs 

1901 

... 5,170,015 

1900 

... 37,141,000 

190*2 

... 14,30*2,051 

1907 

... -i5,:H(i,000 

1903 

... •22,4.“)1,107 

1008 

... <» 1,31 0,000 , 

1901 

... 30, *235.003 

1900 

... 03,74*2,000 

]90r> 

... 31,459,000 

1910 

... 70,533,300 

‘“In the 

mcaji while, let us see 

the operations 

carried out by tlie 


Local Banks in 1909-1910’’ (pp. 73,74) : — 



! 1909 

1010 

Number of Local Banks 

*2,983 

3,338 

Number of adherents 

133,382 


New loans granted during the year, u<d’ 
including renewals ... ... 1 

(Francs) 

03,742,093 

(Francs) 

70,533,340 

Loan.s runniiigai the end of the previ- 
ous year 

40,12G,ii)7 

42,071,323 

Total 

103,S68,290 

113,204,003 
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Eural Credit Societies in HuNC^ARr 

The following extracts relating to a group of rural credit 
societies in Hungary are taken also from the aforesaid 
Bulletin : — 

‘SVltiiOugh the network of co-oporativo cre?lit societies of whicli we 
iiiive heca speaking extejids also to the annexed countries (tlie territory 
between tlie Drave and the Save)j a special network of oo-opcrativ(.i 
societies is at work in this part of the eouiitry; they include tire 
Servian Banners’ Co-operative Sooiety and the Servian Agricultui'al 
Association’s Co-operative Society, with head- quarters at Zagrab. At 
the end of 1909 there were 297 of them with 10,031 members. Their 
development may be seen from the following taldo : — 


Year ^ 


Number of 
Sociotie.s 

Number of 
Alembers 

Loans 
in Crowns 

1897 


10 

1.39 

5,540 

1898 


40 

l,OS0 

113,869 

1899 


50 

l,.32l 

389,535 

1900 


67 

'1,721 

208,636 

1901 


85 

2,26$ 

321,803 

1902 


... 140 

3,799 

620,828 

1903 


... 179 

5,278 

948,798 

1904 


... 217 

6,298 

1,296,468 

1905 


... 233 

7,227 

1,635,754 

1906 


... 242 

7,487 

1,877,160 

1907 ... 


... 2.31 

7,887 

2,150,211 

1908 


... 2S3 

9.08-2 

2,445,965 

1909 


... 297 

10.031 

2,611,966 


Up to the end of 1909 the 10,000 members had imicl 010,000 
crowns in the form of shares. The reserve fund of the co-operative 
societies is o71,0o7’40 crowns ; their debts with the Centre a, 07 1,602 -45 
crowns ; the deposits in the savings’ banks of the differeiit co-operative 
societies 9,071,023-2$ crowns, the permanent deposits 1,108,554-05 
crowns, and the profits of the co-operative societies 109,951*0-5 crowns. 
The members of the eo- operative societies are farmers who contract 
loans for the most part for agricultural purposes.” {pp-^113, 114}. 
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